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and
Sajay Samuel
BUCKNELL UNIVERSITY

THE USE OF ACCOUNTING
INFORMATION IN GOVERNMENTAL
REGULATION AND PUBLIC
ADMINISTRATION: THE IMPACT OF
JOHN R. COMMONS AND EARLY
INSTITUTIONAL ECONOMISTS
Abstract: This paper examines the socio-political process by which an
ensemble of such calculative practices and techniques as accounting
came to be developed, adopted, and justified within turn-of-the-century public administration. We are particularly concerned with examining the influence of John R. Commons and other early institutional
economists during this Progressive era. Using primary and secondary
archival materials, our purpose is to make three main contributions
to the literature. First, the paper explores Commons' contribution to
the debates over "value" which seems to be somewhat unique in that
he explicitly recognized that there exists no unproblematic, intrinsic
measure of value, but rather that it must be socially constituted as
"reasonable" with reference to common law. To illustrate this point,
this paper explores Commons' role in the historical development and
implementation of rate of return regulation for utilities. Second, the
paper describes the contradictory role accounting played during this
period in ostensibly fostering administrative objectivity while accommodating a more pragmatic rhetoric of "realpolitik" in its development and deployment. The third contribution is to establish a linkage
between current work in economics and accounting concerned with
utility regulation and the debates of ninety years ago, noting that

An earlier version of this paper was presented at The Academy of Accounting Historians' Accounting Biography Conference, University of Mississippi, December 3 and 4, 1994. We wish to thank Janice Mereba, Barbara Merino, John
Russell, and the anonymous reviewers for their useful suggestions.
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Commons' contribution has not been fully explored or recognized
within the accounting literature.

INTRODUCTION
A myriad of such social innovations as workmen's compensation, social security, unemployment insurance, and utility and
industrial regulation had their origins within the combined intellectual/political base of J o h n R. C o m m o n s ' institutional
school of economics at the University of Wisconsin, and Governor Robert La Follette's Progressive party in the State of Wisconsin. Wisconsin's efforts, in turn, became the epicenter of
socio-public administrative experimentation and served as a
model for reform by other states and the federal government
[Roosevelt, 1912, pp. v-ix; Kolko, 1963, pp. 212-216]. The stated
purposes of this combined intellectual/political base were to
modify the government's role in response to changing social as
well as technical/industrial conditions, and simultaneously engender and benefit from the efficient administration of the
American political economy.
Hays [1959, pp. 261-276] has suggested that the turn-of-thecentury Progressive movement attracted institutional economists like John R. Commons who advocated the "rational" deployment of public resources, supported by a complex of such
rationalizing techniques as accounting, to solve broad social
problems. This movement served to legitimize a system of decision making based on calculated criteria thought to be objective,
rational and above the give-and-take of political maneuvering. It
made the political seem apolitical [Rose, 1977, pp. 68-71]; it
took the debatable beyond the realm of open debate [Hopwood,
1984, pp. 170-176]; and it differentiated the political and immoral from the objective and merely factual [Zucker, 1977, pp.
733-738; Miller and O'Leary, 1990, pp. 492-498]. This movement
sought to substitute and legitimize one system of decision-making — the one inherent in the spirit of modern science, technology and business — for another — the one inherent in stylized
but subjective exchanges among overtly political social actors.
Decision m a k i n g and control b e c a m e a m o r e calculative,
procedurally-oriented process, involving measurement and prediction, that invoked business techniques for directing the
course of events toward predictable and stable outcomes [Kolko,
1963, pp. 1-10]. This shift moved decision making away from
the local government to the larger networks of h u m a n interaction, and it achieved more than legitimate a new form of deciPublished by eGrove, 1995
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sion making; it also transferred power to the central executive
office [Wilson, 1956, pp. 88-117]. As Hays [1959, pp. 261-276]
suggested, an examination of the Progressive movement illuminates not so much the content of public policy, but the nature of
the resulting political structure and the types of interactions peculiar to it.
The primary purpose of our paper is to trace the intellectual
underpinnings of John R. Commons' institutional economics in
order to appreciate the impact of Commons' work on the use of
accounting information in turn-of-the-century governmental
regulation and public administration. 1 It is proposed that John
Commons joined such other pragmatists of the era as John
Dewey [1910, 1922] and Thorstein Veblen [1904, 1919] to critique the inequities created by the concentration of wealth during the late nineteenth century, as embodied in such monopolies
as railroads and utilities. However, departing both from pragmatists who contended that the "pecuniary calculus of accounting" was dysfunctional to the interests of society [e.g., Merino,
1993, p. 164] and from propriety theorists of the era who disclaimed responsibility for the concept of "value", Commons
[e.g., 1907a, pp. 1-18; 1910, pp. 215-217] sought to abstract accounting practice from the private sector, transform it by developing the concept of "reasonable value" and the corresponding
"rate of return," and then apply them to the regulate private
sector monopolies which he saw as harmful but necessary.
The remainder of this paper is organized into three sections. Within the first section, C o m m o n s ' w o r k is briefly
contextualized with reference to neo-classical economics, and
other pragmatists and accounting theorists of the Progressive
era. This contextualization of Commons' work also details Commons' approach to institutional economics and its relationship
to the Social Gospel Movement. In section two, we describe and
problematize Commons' concepts of physical valuation and rate
1
Although a comprehensive analysis is beyond the scope of this paper,
Commons' writings span a range of matters which may be broadly classified as
dealing with the question of governance. In Proportional Representation and Representative Democracy [1900] he dealt with the question of political order (i.e.,
representation in government); in A Sociological Theory of Sovereignty [1965],
Social Reform and the Church [1894], and Races and Immigrants in America
[1920], he dealt with the question of social order (i.e., institutional modifications
to the corrosive aspects of self-interests, etc.); in The Distribution of Wealth
[1893], Legal Foundations of Capitalism [1924], Institutional Economics [1934],
and Industrial Goodwill [1919], he dealt with the question of industrial/economic
order (i.e., transactions, private property, regulations).
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of return as applied to the regulation of utilities; this section
concludes with a theoretical interpretation of Commons' regulatory efforts in terms of the "orthodox administration" and
"realpolitik" forms of political rhetoric. Finally, section three
offers concluding comments.
INSTITUTIONAL ECONOMICS AND
ACCOUNTING THEORY
The institutional approach to addressing economic problems was concerned with overcoming the limitations of the neoclassical model and its inability to provide insight as to the
crucial social and organizational problems of the time. In particular, institutional economics stressed the dynamic socio-political, institutional factors influencing economic life in the belief that the neo-classical model was almost totally inappropriate
to the analysis of social change and the role of institutions in
society [Jepperson, 1992, pp. 150-156]. 2 In response to the limitations of neo-classical economics, institutional economists
sought to understand the mechanisms by which social and economic actions were carried out, but saw political, social and
economic behavior as something more than merely the aggregate consequences of individual activities. The institutional
school of economics was united by a common conviction that
institutional arrangements and social processes matter. It is the
analysis of change, particularly analysis of the changing social
and organizational forces at the turn-of-the-century, which motivated the institutional approach to the study of economic
problems.
On this theme, and specifically related to accounting, Merino [1993, pp. 163-165] credited institutional economists, and
such related Progressive era pragmatists as Dewey [e.g., 1910,
1922] and Veblen [e.g., 1904, 1919], for recognizing that the
2
Basically, in neo-classical economics, price equals exchange value, which
results from the interaction between demand and supply. Monopolies are inherently anti-competitive and charge monopoly prices, thus subverting the public
good: private vices do not lead to public benefits. In contrast, for Commons,
price equals "reasonable value" which results from the interaction between demand and supply as augmented by negotiations. Thus, to correct monopolistic
ills, negotiation between monopolies and regulators and/or its judicial system is
necessary in order to produce a "reasonable value" [Commons in Dorfman,
1964, pp. 18-35]. Moreover, this distinction is parallel to DR Scott's [1931, pp.
34-61] notion of market control versus accounting control, since the latter is the
basis for the courts' decisions.
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"pecuniary calculus of accounting" provided economic generalizations which served as systems of rationalization for the ongoing system of economic power embedded in the oligopolistic
markets of the time. This recognition stands in stark contrast to
that of traditional accounting theorists who, as Merino [1993,
pp. 163-165] argued, faced a formidable task: they had to reconcile traditional accounting profit measurement, based on individualistic economic theories, with an emerging corporate
economy. Traditional accounting discourse as to profit measurement revealed an unquestioning acceptance of neo-classical economic theory and implicitly supported the premise that compet i t i o n w o u l d e n s u r e survival of t h e fittest, as faithfully
represented by accounting profit. Accounting sought scientific
status by claiming to be an objective reporter of economic reality, depicting exchange prices, the basic data of accounting, as
factual. Institutional economists, in turn, proposed that such
notions as accounting profit were flawed by the implicit embedding of organized interests, and that neo-classical economics
had taken for granted the very phenomena that needed to be
systematically examined: the role of institutional structure, such
as economic or accounting information, in preserving the status
quo in power relations, or in the creation and legitimization of
alternative social and organization ideologies and processes.
Merino [1993, pp. 175-176] made the provocative point that
the key issue is not institutional economists' critique of neoclassical economics, per se, but whether the traditional accounting theorists' neo-classical framework merely represented a failure to recognize the inconsistency b e t w e e n uncritical
acceptance of laissez-faire economics and their claim to objectivity, or whether the acceptance of this framework stood for
something more insidious — the possibility that neo-classical
economists and related accounting theorists consciously devised
a discourse that supported the position of stockholders/owners
and strengthened the authority of those who controlled financial
resources (for example, monopolies), and consciously relied on
an assumption they knew was false in order to justify traditional
profit measurement.
This question which Merino [1993, pp. 175-176] posed as to
neo-classical economics and traditional accounting theory also
needs to be asked of institutional economics to fully appreciate
its influence as well as the specific work of John Commons. On
this point, Hoksbergen [1994, pp. 705-708] reasoned that institutional economics suffers from a failure to recognize its own
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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internal inconsistencies. As stated earlier, institutional economists were united by their c o m m o n conviction that institutional
arrangements and social processes matter, and their related critique of neo-classical economics' adherence to universal objectivity, facts and certainty. Hoksbergen [1994, p. 707], however,
argued that despite their criticism of neo-classical economics for
staking claim to universal objectivity, there has been a tendency
for institutional economists "to see itself as a rival and potentially a superseding competitor to neoclassical economics . . .
trying to call on some meta-theoretical extrinsic criterion to
prove to itself and others that its economics is superior to others. . . . " This point of view is indeed evident in Richard T. Ely's
[1931, p.9] (early University of Wisconsin institutional economist, and colleague and mentor of Commons) reflection on his
work:
I have always recognized that we do not have "natural
law" in the economic world, but rather "social law". . . .
Nevertheless, I felt that I had discovered an economic
law which closely resembled the laws of nature in the
regularity with which it operated. I thought that we
could predict how some of these economic laws would
operate with almost the certainty with which we could
predict the operation of the laws of the physical universe.
Thus, as Hoksbergen [1994, pp. 705-708] suggested and
consistent with Merino's [1993, pp. 175-176] position, institutional economics may also suffer from problems in its failure to
recognize the inherent contradictions in the development of its
intellectual base. Similarly, Kolko [1963, pp. 212-216] was quite
critical of institutional economists on this point, arguing that
Veblen was the only institutional economist who recognized this
contradiction and that institutional economics itself served the
conservative political capitalism of the Progressive era. Therefore, institutional economics is more than just a voice of dissent
against neo-classical economics and related traditional accounting theory. It is instead an important intellectual base which
itself needs clarification in an effort to understand its impact on
the development of accounting theory and practice.
John R. Commons' Approach to Institutional

Economics

John R. Commons' theory of institutional economics attempted to define social behavior in terms of how we create
Published by eGrove, 1995
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institutional structures and techniques to resolve conflicts of
interest, as well as establish regulations concerning governmental-industrial relations [Harter, 1962, p. 212]. A c o m m o n thread
between the work of Commons and other pragmatists of the era
such as Dewey and Veblen was that their respective works can
be characterized as voices of dissent. Both C o m m o n s a n d
Veblen were concerned with the rapid economic changes they
and their generation witnessed, and both believed that the tasks
of economics included the explanation for, the development of
monopolies, and how they might be directed toward serving
society. While Commons evolution stressed institutional adaptation to changing conditions, Veblen emphasized the reverse —
that institutions actually inhibit adaptation to change. Commons evolutionary view provided him with incentives to be an
active reformer within government, while Veblen largely remained an external critic [Horwitz, 1992, pp. 145-167].
The reformist approach can be found in Commons' earlier,
predominantly industrial relations work. Because he believed
monopoly was inevitable, Commons did not intend to have society suppress it; rather, he intended to protect members of the
community from its abuses through regulation. Commons' strategy for social reform consisted of formulating adaptations of
economic institutions within capitalistic systems in such a way
that the business community would have economic incentives to
improve the conditions of the working class. For example, in his
book History of Labor [1921, pp. 40-64], and as influenced by his
contacts with such labor leaders as Samuel Gompers who opposed radical change, Commons generally portrayed unions as
organizations which are compatible with the capitalistic system,
while unions having revolutionary posture were pictured as deviations from the norm.
One of the critical aspects of both Commons' and Veblen's
work pertained to the evolutionary theory of value founded on
the habits and customs of social life. Although Veblen had not
used court decisions in his work, Commons found them a rich
source. Commons maintained that in the development of common law, many customs are tested for survival. In an economic
evolution, new forms of behavior develop in response to new
needs and opportunities. Many of these new forms give rise to
conflicts which must be settled by the courts. Those that are
"reasonable" or "good" in the eyes of the law are accepted, while
those that are "unreasonable" or "bad" are suppressed. Thus,
case by case, common law produces standards for social and
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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economic behavior [Horwitz, 1992, pp. 145-167]. Hence, Commons' study of the development of the country's economic system was to a considerable extent a history of common law, and
involves examination of the social construction of norms, laws
and regulatory mechanisms, as opposed to the identification of
universal intrinsics [Horwitz, 1992, pp. 145-167; Hoksbergen,
1994, pp. 705-708].
Much of Commons' interest in the legal aspects of economics goes back to his teacher at Johns Hopkins University, Richard Ely, and German scholars. His focus was placed on the
entire social environment of an economy. One fellow classmate
of Commons in the late 1870s, Woodrow Wilson, initially considered Ely "somewhat too radical" in terms of his progressive
ideas, ideas which Wilson later espoused in the beginning of his
political career at the turn-or-the-century [Wilson, 1956, pp. 88117]. Not only did Ely send Commons on extensive projects as a
caseworker for charitable organizations, but he also convinced
him to study problems from an historical perspective using
"facts". 3
Specifically, Ely's views on monopolies are critical and
prove particularly influential when Ely moved to and later hired
Commons as a faculty member at the University of Wisconsin.
As Ely [1931, pp. 3 &6] stated:
I propose now to state my views, not only in regard to
municipal ownership of public utilities, but the ownership of other industries like railways which are, by reason of their inherent qualities, monopolies. For industries of this sort, I used at first the term "natural
monopolies". . . . Now, what were we to do with natural
monopolies? Public regulation of private monopolies
did not look to me at that time very promising. On the
other hand, it [regulation] appeared to me to be a
source of great evil because there was always danger
that those who were to be controlled would, themselves
gain control of the agency of control. . . . It seemed to
me that if we sharply defined the field of our industries
into those that were competitive and those that were
monopolies; and left to private ownership and initiative
the competitive industries and had public ownership
3

Ely h a d studied economics in Germany u n d e r the G e r m a n Historical
School, emphasizing that historical, statistical and other studies accumulating
facts should be given more attention. Commons adopted both Ely's inductive
approach as well as Ely's humanitarian attitudes.
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and operations of the natural monopolies, we would
have an ideal situation. That would establish, I thought,
a harmony of interests.
Two important aspects of Ely's view and their relationship
to Commons' work are worth noting. First, is the acceptance of
monopolies as "natural", which, in turn, argues for their control,
not dissolution — a view which permeates Commons' later regulatory efforts. Second, Ely advocates public control and public
ownership of these natural monopolies — a view which might
be considered more liberal than Commons' eventual view which
advocated public control and private ownership. 4 However, Ely's
efforts to import Germany's approach into the U.S. gave way to
the reality of American culture, much in the m a n n e r advocated
by Commons. As Ely [1931, pp. 15, 16, 20] stated:
Now when it comes to public ownership of natural monopolies things have not turned out as I anticipated
they would. . . . Government becomes more and more
significant on its economic side, but there is not a corresponding general interest in public administration,
and a correspondonly increase in comprehension of its
significance. The great mass of the people are interested in games, base-ball especially and foot-ball. . . . It
is obvious that the American people are determined,
first of all, to try out the commission control of private
industry, rather than public ownership.
Ely's views were also influenced by socialist
gland at the time. Extensive, twenty-seven years
dence between Sidney Webb reflect this influence.
correspondence with Webb revolved around Ely's

efforts in Enof corresponMuch of Ely's
book Political

4
Clearly Ely's [1931, p. 15] views were very m u c h influenced by his German
background as he stated:
I thought that h u m a n nature, such as it is found in our country and in
modern civilization, would respond to public ownership of natural monopolies with all its implications. I thought that we would remove the
source of corruption, and certainly at the time I was writing, these
sources of corruption were very largely connected with private ownership of natural monopolies. I thought that if we could have public
ownership and operation of natural monopolies, we would have pure
government; we would have excellent operation of these natural monopolies through a highly trained and capable civil service in the nation, state, and city . . . I had it in mind that we would approximate the
excellence of the civil service in Germany where . . . they enjoy security
of tenure and where special excellence is honored by generous recognition of those in control of government.
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Economy [1889]. Webb gave Ely m u c h feedback on the chapter
on Socialism, and Webb was also instrumental in finding a publisher in England [Correspondence archived at the Wisconsin Historical Society, 12/21/1888; 2/1/1889; 3/3/1889; 3/19/1889; 3/31/
1891; 1/22/1892; 9/19/1892; 2/21/1894]. As Webb [12/21/88]
wrote to Ely on a planned trip to Baltimore with Edward Pease
of the socialist Fabian Society:
[The Fabian Society] would be glad to permit some
conversation with you, especially as to the progress and
prospect of the Socialist idea in America, and as we are
both in the center of the English Socialist movement we
could perhaps give you some details of interest.
This relationship between Webb and Ely, revolving around a
sharing of socialist ideas, and later with a more conservative
Commons, contributed to the basis of the "Wisconsin Idea"
which advocated the expansion of the State's functions to safeguard the well-being of its citizens and the conscription of experts to identify the needs of the people, and then devise and
administer reform policies to serve these needs. 5
The Social Gospel and

Progressivism

Early expressions of Progressive thought were based upon
and yet extended beyond conceptualizations of morality within
organized religions. Like many Progressives, John Commons
and Richard Ely were part of the Social Gospel movement
which rejected the orthodox Christian position that m a n is innately sinful. It maintained that h u m a n nature is essentially
good, but is undermined by a corrupt society. The social gospelers generally sought to restore, if not reverse what they thought
were the unnecessary consequences of industrialization, urbanization and the expansion of technology. Their avowed goal was
to "christianize business, industry, politics, and the city's immigrant populations, all of which [were] regarded as the major,
unregenerated spheres of society" of which "business was declared to be the most significant unregenerate institution within
5

C o n c e r n i n g Progressivism's reliance on experts, we do not mean to imply
that only to Progressives or the U.S in general relied on expertise. For example,
slightly predating John R. Commons' work, Sidney and Beatrice Webb [1902a,
1902b], who entertained Commons during his National Civic Federation work
[Commons, 1934, p. 114], were espousing a theory wherein experts drawing
upon an impartial, scientifically derived knowledge-base, could assist labor in
elevating its stature and financial well being.
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the American social order" [Mills, 1943, pp. 168-173; Greek,
1992, pp. 56-58]. The gospelers believed that m a n [sic] "by using
his intellect can remake society, that he can become the creator
of a world organized for man's advantage" [Woodrow Wilson, in
Waldo 1948, p. 16], and that conscious social action would
eradicate sin and hasten the coming of God's kingdom, and,
consequently, would promote social reforms to "purify American society" [Woodrow Wilson, in Waldo, 1948, p. 58].
It is with this emphasis of the social that the moral dimension of the Progressive interventionist strategy of changing the
processes of government was founded [Hamilton and Sutton,
1989]. After having established the preeminence of social salvation, the next step in legitimating the interventionist strategy
was to displace the importance of natural law, God or the ethical, responsible behavior of the individual, in favor of an experiential grounding in such social groups as organizations. In turn,
social reforms comprising the interventionist strategies could
express societal values and goals in a way amenable to their
accomplishment by bureaucracies. But here, the operationalization or encoding of societal goals and values within the formal structure of organizations could be accomplished only by
such experts as public administration scientists and sociologists
"who took up the idea of organization as a banner" during this
era [Hamilton and Sutton, 1989, p. 13]. In turn, the act of organization was seen by Progressives as an ethical act and hence
organization became a goal in-of-itself [Hamilton and Sutton,
1989, p.15].
Indeed, the melding of the religious and the political by the
Progressives led Hofstatder [1955, p. 320] to remark that "the
key words of Progressivism were terms like patriotism, citizen,
democracy, law, character, conscience, soul, morals, service,
duty, shame, disgrace, sin, and selfishness." The resulting ethos,
in turn, directed such Progressives as Commons to channel their
energies towards the common goal of forming an ideal democracy populated by an informed and sovereign citizenry, and
guided by conscious and redemptive h u m a n action, wherein
business and politics were harnessed in the service of society
and the individual [Kolko, 1963, pp. 34-61].
Summary
Merino [1993, pp. 163-165] credits institutional economists
for recognizing the limitations of neo-classical economics and
related traditional accounting theory. She also asked the queshttps://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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tion of whether traditional accountants were oblivious to the
inherent contradiction in their claim to objectivity and uncritical acceptance of neo-classical economics, or whether this contradiction represented an effort to preserve the status quo in
power relations among competing interests. Hoksbergen [1994,
pp. 705-708], in turn, recognized that a major part of the development of institutional economics was accomplished by a faction that claimed superiority over neo-classical economics by
searching for universal laws able to gauged by external criteria
or "facts". This faction is most apparent in the "Wisconsin
School", the reformist Progressive party, and the Social Gospel
movement — with which John Commons was also significantly
involved. Hoksbergen [1994, pp. 705-708] also identified an inherent contradiction in the reformist effort of institutional econ o m i c s and the intellectual u n d e r p i n n i n g s of institutional
economists. This apparent inherent contradiction in the efforts
and work of John Commons begs Merino's query as to the power
and politics of the development of a significant knowledge base
be re-visited. As Kolko [ 1963, pp. 15, 214, 215, 3] argued:
Richard T. Ely, for example, maintained that large-scale
business was inevitable, but that, save for certain types
of services, monopolies in the pure sense were not preordained; the burden of his writing was concerned with
the desirability of government regulation of "artificial"
monopolies that had sprung up rather than with regulation as a means for restoring purely competitive conditions . . . [t]he idealization of the state was also the
result of the peculiar training of many of the American
academics of this period. At the end of the 19th century
the primary influence in American social and economic
theory was exerted by German universities. The Bismarckian idealization of the state, with its centralized
welfare functions designed to preserve capitalism and
the status quo in its more fundamental aspects, was
suitably revised by the thousands of key academics who
studied in German universities in the 1880s and 1890s.
. . . Conservative in their ends, as were big business advocates, the academics who proposed economic reforms failed to understand the process of political capitalism. Instead, the pressures and leverage created by
their ideas helped make political capitalism possible.
. . . It is business control over politics rather than political regulation of the economy that is the significant
phenomenon of the Progressive era. Political capitalism
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is the utilization of political outlets to attain conditions
of stability, predictability, and security — to attain rationalization — in the economy.
A key question is whether Commons also fell prey to the
positive quest for universal laws of economics reliant on "pure
facts", or whether his involvement with regulatory reform was
more reflexive in nature.
PHYSICAL VALUATION AND
RATE OF RETURN REGULATION
Relying upon the landmark Munn v. Illinois [1877] case in
which the U.S. Supreme Court upheld Illinois' right to regulate
the "exploitive" prices charged to customers by a private sector
company, Governor Robert La Follette attempted to regulate
two major Wisconsin industries — railroads and utilities. 6 Concerning the former, La Follette introduced an eventually successful Railroad Regulation Bill in 1905 that established the
Railroad Commission. This commission based its efforts on the
earlier work of Henry Carter Adams [for example, 1887, 1903,
1918], the first statistician of the U.S. Interstate Commerce
Commission who devised an accounting system that detailed
railroad revenue, expenses and earnings which served as a basis
for much subsequent federal regulation [Churchman, 1976, pp.

6
Another lawsuit of this era having a less effect on Wisconsin's regulatory
efforts though it is relevant to contextualizing Commons' work is Smyth vs.
Ames [1898]. This case related to a de-physicalized notion of property wherein
government regulations were adjudicated as to the "reasonableness" of railroad
rates using "fair' value measures, increasingly market values. The focus of the
court was to balance granting government enough power to regulate while
guarding against implicit confiscation of property. Smyth vs. Ames specifically
established a set of multiple factors for ascertaining reasonableness values, although these factors proved unwieldy in their application [Horwitz, 1992, p.
160]. Alternatively, Siegel [1987, pp. 243-247] interpreted this case as serving as
the foundation for adopting "reproduction cost" (or market value) applied in the
1920's, a concept Commons [1924, pp. 64-82] later criticized as circular in that
assets associated with higher rates of return will have higher reproduction costs,
or market value, which will in turn justify higher rates. Another related case
following Wisconsin's 1907 law was the Mann — Elkins Act of 1910 which
empowered the Interstate Commerce Commission to effectively regulate railroads. In part, the act placed the burden of persuasion on carriers to establish
the "reasonableness" of the amount sought for rates; however, the I.C.C. had
difficulty in imposing this act on industries other than railroads [Smith, 1958,
pp. 239-242, 363].
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42-65]. Milo Maltbie [1901, pp. 39-51] eventually transformed
this system into the pioneering uniform system of accounts,
which served as a tool for the general social control of private
enterprise [Trebing, 1984, pp. 232-239; Ulen, 1980, pp. 306-308].
In Wisconsin, La Follette's Railroad Commission sought to regulate rail pricing by devising an "accounting rate of return"
mechanism for gauging what would be a "fair" return on invested capital for railroads.
In turn, this basic approach was specifically emulated and
mobilized by Commons, who La Follette chose to draft what
would become the Wisconsin Public Utility Law of 1907 [Commons, 1934, p. 126]. 7 As eventually administered by the Railroad
Commission, the Public Utility Law employed an "objective rate
of return model" (which subsequently became known as the
"cost plus pricing regime") for regulating rates charged to customers of Wisconsin's electric utilities. Because of Commons',
La Follette's, and Wisconsin's visibility and success in the Progressive reform efforts, components of the 1907 Law vis-a-vis
accounting rate of return regulation gained rapid acceptance in
at least 29 states and the federal government by 1913, and indeed impacted utility regulation for most of the twentieth century [Trebing, 1984, pp. 232.239].
It is perhaps important to note that Commons and Adams
saw such monopolies as utilities and railroads as "natural" in
the sense that they embodied the economic "law" of increasing
returns from economies to scale. In this view, monopolies could
not be abolished because this would ultimately h a r m the public.
Instead, they must be regulated. Thus, Commons and Adams
saw as necessary a dismantling of the liberal ideal of a strict
partitioning of civil society from the state in the sense that the
state had to regulate the private sector. According to Adams
[1887, p. 64], "For all industries which conform to the principle
of increasing returns, the only question at issue is whether society shall support an irresponsible, extra-legal monopoly, or a

7
Commons had earlier been part of the National Civic Federation which had
investigate the operations of public utilities in the United States with reference
to prior efforts in England. Commons' part in the investigation centered on
examining labor issues, but he had visited so many utility companies that he h a d
acquired both the interest and knowledge in the public utility field. Commons
came to think of his reform efforts as institutional adjustments that could make
the economic system of utilities more workable [Commons, 1934, pp. 112-130].
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monopoly established by law and managed in the interest of the
public." 8 In order to effectively regulate such natural monopolies, it was necessary to render the private public, i.e., visible to
public sector regulators if not the public. It is in this capacity of
rendering the private public that accounting was to be invoked.
The Regulation of Utilities
The notion of "reasonable value" was the critical element in
the Wisconsin Public Utility Law of 1907. Here, an accounting
rate of return on a company's assets (or rate base) is based upon
the concept of "physical valuation" which Commons [1907b, pp.
221-222; 1910, pp. 215-217; 1913, pp. 291-292] saw as essential
in drafting the Wisconsin law. The concept of physical valuation
serves as the foundation for setting prices, which are intended
by regulators to allow utilities to earn their cost of capital on the
depreciated, original cost of their assets, as well as recover their
operating costs [Mereba, 1994, pp. 52-65]. In Commons' opinion, the best method would be to tie the rates to a "reasonable
return" on the value of invested capital. As such, "the accounting
system is the central endogenous variable available to regulators
in the context of rate of regulation. [I]t is through accounting
procedures that wealth is distributed [among] groups and electricity rates are set" [Jarrell, 1979, p. 105]. Accordingly, accounting could no longer disclaim responsibility for the concept of
valuation by claiming to be merely representing "natural" facts
relating to "natural" monopolies. Indeed, Commons' definition
of "fair rate of return" remains a basis for industry regulation
and a focus for academic research in economics and accounting

8

As suggested earlier, this view and perpetuation of monopolies as "natural"
economic entities has a legacy in the work of Commons' mentor — Richard Ely.
In turn, Ely was also a colleague of economist Henry C. Adams as the two of
them were co-founders of the American Economic Association in their efforts to
find an outlet to accommodate their intellectual perspective [Kolko, 1963, p. 15].
Furthermore, this view as to the natural status of monopolies predates the work
of Ely, Commons and Henry C. Adams in the work of Charles Francis Adams, Jr.
As Kolko [1963, p. 14] points out, at least a decade before the work of those
institutional economists:
Charles Francis Adams, Jr., president of the Union Pacific railroad from
1884-1890 [and founder of the Massachusetts Railroad Commission
which influenced the formation of the I.C.C.], was announcing that "the
principle of consolidation . . . is a necessity — a natural law of growth.
You may not like it; you will have to reconcile yourselves to it." "The
law is invariable. It knows no exceptions."
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[illustrative of recent works include, Sappington, 1980, pp. 363370; Baron and Myerson, 1982, pp. 911-915; Abdel-khalik, 1988,
pp. 44-62; Lanen and Larcker, 1992, pp. 208-228].
As previously noted, Harter [1962] suggested that in order
to learn the meaning of the concept of "reasonable value" Commons turned to the study of common law, which institutional
economists maintained was the means by which many societal
habits and customs become encoded in a governance structure.
Commons attributed his notion of reasonable value to state
Senator A. W. Sanborn from whom Commons obtained the idea
that legal valuations were oriented toward the future [Horwitz,
1992, pp. 145-167]. As Commons [1934, p. 123] stated, "From
this starting point, I worked for many years in making futurity
the main principle of [institutional] economics, distinguished
from all other schools of economic thought." In an evolving
economic-political system, new forms of social behavior emerge
in response to new needs or opportunities, and these new forms
give rise to conflicts which must be resolved by the courts.
Those forms that are "reasonable" or good in the eyes of the
court are accepted, while those that are "unreasonable" or bad
are suppressed. As Commons [1924, p.vii] explained,
From the Court decisions it seemed that anything "reasonable" would be sustained, and so we had to use the
words "reasonable value" . . . whether we knew what it
meant or not.
Reasonable value, in turn, represents both an upper and
lower limit of value as implicitly established by the American
judiciary [Commons in Dorfman, 1964, pp. 18-25]. It is identifiable not as reflecting or seeking to reflect some notion of objective worth, but merely as "good" or "viable" in the eyes of competing parties in a court of law. Thus, case by case, c o m m o n law
produces standards for gauging economic behavior [Harter,
1962, p. 219]. According to Commons [1934, p. 156, 160; emphasis added]:
Reasonable values and reasonable practices were entirely new words introduced into the theories of political economy. Often my students, and sometimes my
economist critics, said that "reasonable" was purely
subjective, and that there were as many meanings of
reasonableness as there were individuals. Such a term
placed the determination of reasonableness in the arbitrary mind of whatever individual happened to be in
Published by eGrove, 1995
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authority. But I considered this objection to be an inheritance from the subjective individualism of preceding economic theorists. A collectivist theory of value
derived from existing best practices, from custom, the
common law, and the decisions of courts, could make
reasonableness "objective" and therefore capable of investigation and testimony, leading to the formation of
working rules for collective action in control of individual action. . . . So I contended that, in economic conflicts, reasonable values and reasonable practices were
not the subjective opinions of anybody, but were the collective opinion, expressed in action, of those whose economic interests were conflicting, but who investigated together, and knew by experience, all of the facts.
Thus for Commons, objectivity was defined by the degree of
social-legal consensus concerning "reasonable value." Objectivity — social objectivity — and the process of developing a reasonable value were intertwined. In contrast, as argued by Merino [1993, pp. 178-180], traditional accounting theorists' notion
of objectivity was markedly distanced from the notion of reasonable value in that they disclaimed any responsibility for value,
and instead emphasized objective and documentable "natural"
exchanges that largely involved transactions. Commons [1907b,
p. 222] stated
A significant feature of the Wisconsin legislation is . . .
its reliance on the physical valuation as the first step in
regulation (physical valuation means nothing more or
less than the cost of construction or reconstruction of
the physical property). Accompanied by a complete system of uniform accounting with special precautions as
to depreciation and construction accounts, every person in the State may know at the end of each fiscal year
exactly the rate of profit which each company or municipality has made on the actual property invested.
With the Wisconsin idea of physical valuation as the
starting point, every citizen can determine for himself
just as well as the Commission whether the rates and
fares charged by the corporations are yielding an excessive profit.
In the U.S. Senate Hearings on the Physical Valuation of
Property of Common Carriers [1913, pp. 90-91], whose purpose
was to develop effective "natural" regulatory policy, Commons
further defined his physical valuation approach as "an accounting proposition" which recognizes both the cost of the property
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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and a fair rate of return. Commons [U.S. Senate Hearings on the
Physical Valuation of Property of Common Carriers, 1913, pp. 9091] acknowledged that while
. . . corporations have devoted their property for the
public use, and therefore during their history they were
entitled to a fair rate of return . . . these valuations are
very liberal, [but] they were all based consistently on
the principle of cost rather than value, and therefore
they represent the amount of sacrifice which investors
have incurred for the service of the public. 9
During related Senate Hearings, a Senator Cummins challenged Commons on the point that Commons' physical valuation approach actually permitted an excess of capitalization of
railway property, thus allowing owners an excessive return on
investment at the expense of customers. Following up on this
theme, Senator Lippitt [U.S. Senate Hearings on the Physical
Valuation of Property of Common Carriers, 1913, p. 108; emphasis added] criticized the physical valuation and rate-of-return
approach by telling Commons that:
You are making the National Government in that case a
private nurse to the investing public, and when they
(corporations) have been wise and enterprising and efficient you are taking away their reward, but when they
have been unwise and inefficient and negligent in business, you are making it up to them, which may be goodpolity for the future, but it is not the case that prevailed in
the past.
Commons [1934, p. 125] later agreed, stating, "I am told by
railway people that they feel confident that they will come out
better than the public in this valuation problem."
Wisconsin legislator Edward Bennett [1931, p. 1] was also
critical of the Wisconsin Public Utility Law of 1907 and the discretionary nature of accounting within it because he felt that the
bill "empowers the Commission to fix just and reasonable
charges for services, [yet] leaves the citizen to search the law in
vain for any statement of the policies and principles which are
to be followed by the Commission in the determination of the
reasonableness of the charges." Citing Section 196 of Wisconsin
9
This view is consistent with Ely's [1931, pp. 3-12] emphasis on the excellence of the civil service in Germany where the government provides generous
recognition of those who contribute to social and economic functioning.
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Public Utility Law of 1907 as the one area where "the substance
of everything which the law has to say about the principles of
rate-making and valuation," Bennett [1931, p. 1] gave examples
of the law:
Paragraph 196.03. Utility charges to be reasonable and
just. Every public utility is required to furnish reasonably adequate service and facilities. The charge made
by any public utility . . . shall be reasonable and just,
and every unjust or unreasonable charge for such service is prohibited and declared unlawful.
Paragraph 196.05. Utility property valuation. The Commission shall value all the property of every public utility actually used and useful for the convenience of the
public.
As Bennett [1931, pp. 2-3] argued, "The legislature empowers
the Commission to fix just and reasonable rates but is silent,
utterly silent as to the principles or the policies which are to be
controlling in the determination of reasonableness". Commons
[1907b, p. 223] agreed, stating
Herein the law is elastic enough to offer the opportunity for ingenuity and experiments that may combine
the principle of State regulation with that of private
initiative, thus circumventing the probable damaging
effect of government regulation or enterprise and initiative and on the investment of capital for extensions and
improvements. 1 0
10

This same critique of manipulability/subjectivity of accounting is evident
in McGraw's [1984, p 31 ]criticism of earlier efforts by Charles Francis Adams to
incorporate a "reasonable return" for the regulation of railroads in Massachusetts in the late nineteenth century:
The Massachusetts approach (to rate regulation) rested on three premises, each of which could as well apply to twentieth-century utilities
as to nineteenth-century railroads. First, any determination of the "reasonableness" or "fairness" of rates must inescapably remain a subjective
undertaking. Scientific precision in rate-setting is therefore a practical
impossibility. Second, the pricing function is part of corporate management, a function jealously guarded by all business executives, and with
good reason. Third, the rate question directly reflects the debate over
competition versus monopoly. In the case of nineteenth-century railroads, rates were the means through which an impersonal market signaled its ability or inability to cope with two conflicting forces: with the
economic requirements of railroading in particular, and "natural monopoly" in general; and with the non-economic requirements imposed
by society.
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Thus, despite the appearance of being concrete, the abstract
notion of rate of return as represented in the Wisconsin Public
Utility Law of 1907 remained manipulatable by big business.
Commons [1934, pp. 125-126] later attributed this result to the
underlying nature of the political process employed in piecing
together the legislation:
In the negotiations leading up to the Public Utility Law
of 1907, the joint legislative committee did not rely so
much upon public hearings required by "due process of
Law," where everybody has a lawful right to be heard
and the conflicting opinions are [reconciled], as upon
private and even confidential conferences with the leaders of the interests to be brought under the law, where
concessions could be made and the investigations of
experts could be weighed and balanced. . . . It was the
general class of negotiations which I afterwards defined
as "rationing transactions" distinguished from managerial and bargaining transactions. I could tell [before the
enactment of the law] just how the Railroad Commission would administer and interpret the law. This foreknowledge enabled us to greatly condense the bill, leaving a huge field of investigation and discretion to the
Commission, instead of inserting into the law a multitude of minute details, so familiar and so often conflicting in American legislation.
Despite the apparent motive to accommodate business interests, one can argue that Commons' motive was more to strike
a balance the powers of government and business. On this point,
departing from such other pragmatists of the period as Ely's
veneration of Germany, Commons [Democracy: The Best Basis
for Reconstruction, Milwaukee Journal, July 28, 1918] observed
that:
We have learned in all democratic countries of the
world one i m p o r t a n t lesson from the way w h i c h
Germany's power has been built up and used. The
democratic nations have learned to dread Socialism.
Prussia is the modern exhibition of state Socialism. And
government ownership of railways in Germany is probably the main instrument by which the power of autocracy has been built up in that country. Other nations
dread government railroads when controlled by autocracy and military power, for it means that the railroad
system can be used to dominate the business people,
and to bring submission on the part of labor.
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Commons thus saw the role of effective rate setting to be as
m u c h about preventing state governments from reducing the
rates of utility companies to the point where the state actually
runs the utility or defacto confiscates its property, as it is about
protecting society from exploitive monopolies [Horwitz, 1992,
pp. 145-167].
The Legacy of Reasonable Value: Constraint or Flexibility?
While a precise rate percentage could in fact be set by the
State under the rate of return approach, the income and asset
base to which it applies could still be manipulated by utilities.
For example, in their seminal economics work in the area,
Averch and Johnson [1962, pp. 1052-1055] developed a model
which suggests that because of the asset base used for determining prices, rate of return regulation actually encourages utilities
to bias their input mix toward capital, i.e., by artificially increasing the asset base, more money could be made at the established
rate, with the increased cost passed on to consumers. Because of
rate of return regulation, utility resources would be inefficiently
allocated, thereby decreasing consumer welfare. Utility managers would also not be motivated to reduce expenses, thereby
once more decreasing consumer welfare. Employing the agency
theory perspective, this reasoning was supported by Abdelkhalik, [1988, pp. 144-145] for example, who observed fully four
score years after Commons' work that:
Incentive problems arise in the electric utilities industry
as a consequence of the institutional and legal arrangements of the cost-plus pricing regime u n d e r which
natural and statutory monopolies operate. In the United
States, such monopolies operate under a cost recovery
system that gives the firm a mechanism by which it can
shift all or part of the cost of "moral hazard" risk to
consumers, who then become the residual claimants. In
this setting, expense accruals have a more direct link to
the firm's cash flows than is the case in unregulated
industries. In particular, pricing a monopolist's output
at cost-plus means that accruing expenses generates
sales revenues for utilities. Consequently, agency cost
can be included in the allowable cost passed on to consumers. The result is that the residual loss is shared
between the consumers and shareholders with two
competing consequences: (1) it would be in the best interest of shareholders to provide managers with incentives to shift all costs to the consumers; and, by the
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10

32

et al.: Accounting Historians Journal, 1995, Vol. 22, no. 1
22

The Accounting Historians Journal, June 1995

same token, (2) it would be in the consumers' interest
to persuade regulators to challenge the cost assumptions underlying the firms' requests for revenue requirements [see also Sappington, 1980, pp. 363-370; and
Baron and Myerson, 1982, pp. 911-915; who modified
the general agency theory model to better reflect regulated contexts].
Seeking to understand whether managers serve shareholders or consumers, as influenced in their compensation systems,
Abdel-khalik conducted an empirical examination of the U.S.
utility industry. Consistent with Averch and Johnson's [1962,
pp. 1059-1065] theorizing, he found that after controlling for the
effects of size, the "padding" of operating costs and over capitalization are, indeed, associated with higher manager compensation. Thus, utility managers are actually rewarded for passing
on cost inefficiencies to consumers. But, would the paradox
have been a revelation to Commons?
According to McGraw [1984, pp. 59-60], it was generally
recognized in the Progressive era that there arose interpretive
problems and internal instabilities in actually applying the concept of reasonable rate. A cost-plus formula relies on assets (before or after depreciation), on operating costs (included or not
included), and asset valuation procedures (market, book, etc.).
All of these possibilities lead to various incentive problems, as
McGraw [1984, p. 60] concludes:
In practice, these problems promoted the rise of ingenious accounting methods by corporations, all calculated to maximize revenues in the face of regulatory
limits of percentage rates of return. At worst, they made
the process of rate regulation a ritualistic charade,
played out in the form of full-scale "rate-cases" as part
of the routine operations of commissions. Such cases
c o n d u c t e d u n d e r elaborate p r o c e d u r a l laws, often
turned into extremely laborious hearings dominated by
lawyers and engineers, incomprehensible to the ordinary citizen.
Maxwell concurred with McGraw's [1956, p. 202] observation,
stating:
In spite of the Progressives' campaigns against monopoly, the administration unwittingly fostered m o nopoly in the process of regulating many public service
corporations. Because the Railroad Commission lacked
a yardstick for measuring unit costs, it tended to guarPublished by eGrove, 1995
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antee a fair return and profit regardless of the efficiency
or inefficiency of the operations of a power plant, water
works, or street railway. The physical evaluation of
properties was only a partial check against inefficiency
and the trend was toward higher rates to compensate
for rising costs.
In contrast with other pragmatists of his era, Commons,
overtly recognized the political nature of government administration that socially constituted such regulations as the Wisconsin Public Utility Law of 1907. Unlike others of his era who
thought that the, "act of organization was intrinsically an ethical
act vital to h u m a n nature and to society," [Hamilton and Sutton,
1989, p. 15], Commons [1965, p. 109, emphasis added] had no
illusion of the purity of the Wisconsin's bureaucratic structure
nor of the neutrality of forms of accounting it deployed:
Social organization is psychic, and consists of those coercive sanctions which subordinate individuals to a
single will, notwithstanding their inclinations to satisfy
their desires at cross purposes in their own private
ways. Organization is not originally the free persuasive
grouping of men for mutual satisfaction, but is an alternative forced upon them by increasing population and
increasing struggle for existence. Upon the utilitarian
explanation, organization would be immoral, for it
tends to suppress the individual to the passions of a
few. As it is, organization is neither moral nor immoral
— simply necessary.
Thus, Commons saw monopolies as not "natural," but "artificial" in character, and their regulation by state governance
structures that employed accounting as necessary, however
flawed. Yet, the use of accounting did ostensibly exhibit the
values of rationality, neutrality, objectivity, economy and control, but these values were inherently interpenetrated with conflict between opposing interest groups seeking to control the
bureaucratic structure of government. Specifically, Commons
saw even accounting concepts he himself advocated as inherently flawed. For example, he saw market value and reproduction cost as circular as applied by the courts in trying to ascertain what was "reasonable." According to Horwitz [1992, p.162]:
[Commons'] penetrating — though often obscure — Legal Foundations of Capitalism [1924] traced the late
nineteenth century judicial shift to a market value standard. The Rate Cases, in particular, allowed Commons
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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to appreciate that it was the guarantee of a future income stream that determined present value of property.
'All value is expectancy' Commons proclaimed. In rate
making cases, market value is the present value of expected rates. If the rates are unreasonable, so is the
market value. Judges who believed that reasonable
rates could be deduced from fair market value were
"reasoning in a circle," Commons declared.
Theoretical

Interpretation

March and Olsen [1983, pp. 265-295] offered a framework
useful in understanding this apparent paradox of power and
politics embedded within institutional economics, such as evidenced in the regulatory reform efforts undertaken by Commons under La Follette's direction. They reasoned that such reform efforts were symbolic events which represented a history
and embodiment of two forms of political rhetoric. The first, or
"orthodox administration" form, represents the official language
of laws and regulations which promote reorganization, and
speaks in terms of managerial leadership, administrative structures and procedures for facilitating efficiency and effectiveness
within bureaucratic structures. It invokes the overall guidelines
and values of rationality, neutrality, objectivity, economy and
control.
But here, a paradox of bureaucratic action arises: If the
impersonal, bureaucratic machinery of rationality is allowed to
proceed unchecked, this very rationality would become unresponsive to shifting h u m a n values and hence potentially abusive
in the exercise of bureaucratic power. Thus, the second form of
rhetoric, "realpolitik," arises, which holds that bureaucratic
structures and claims to neutrality, objectivity and rationality
represent dangerous illusions and threats to the governed unless
they are linked somehow with the values, beliefs and goals of
the populace and its various constituent groups. Thus, realpolitik recognizes the value of conflict between opposing interest groups which seek expression though and control of the
bureaucratic structure of government. Politics becomes stylized
or encoded within the litany of bureaucratic structure, as in
Commons' case — in the form of accounting rhetoric. More
specifically, March and Olsen [1983, p. 283] observed that
The rhetoric of realpolitik is an empirical and prescriptive counterpoint to an orthodox administrative perspective. To the emphasis on managerial control, it juxPublished by eGrove, 1995
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taposes an emphasis on political control. It argues that
a single individual has neither the cognitive capacity,
nor the time and energy, nor the moral and representational standing assumed by the [orthodox administration] perspective.
March and Olsen went on to observe that most political
actors, and in the case of Commons, academic/administrative
actors, recognize and even can recite either form of rhetoric
when necessary, and taken together, these two forms establish a
fairly exhaustive frame of reference for understanding bureaucratic structure and action in American government. March and
Olsen [1983, pp. 291-92] concluded that while they are fairly
exhaustive, the two forms of rhetoric are not mutually exclusive,
but rather are interpenetrated:
Such a perspective may provide an interpretation of the
cultural ritual of reorganization and of the rhetorical
duality of that ritual. The rhetoric of administration
and the rhetoric of realpolitik are mutually supporting
and are embedded in a culture in which each is important. The ritual of reorganization is a reminder of both
sets of beliefs and testimony to their efficacy. On the
one hand, a commitment to administrative purity is
made tolerable by an appreciation of realpolitik, much
as a commitment to personal purity is made tolerable
by an appreciation of h u m a n weakness. At the same
time, a commitment to realpolitik rhetoric is made consistent with h u m a n hopes by a faith in the imaginability
of improvement through h u m a n intelligence. It should
not be surprising to find that both rhetorics survive and
thrive, and that both find expression in the symbols of
reorganization. The orthodoxy of administration is the
voice of the prologue to comprehensive administrative
reform; the orthodoxy of realpolitik is the voice of the
epilogue; the myths of the first shade into the myths of
the second over the course of a major effort at reorganization; and both sets of myths are needed for a normatively proper interpretation of the reorganization saga.
. . . [These] rhetorics exhibit and reaffirm fundamental
social values, particularly those associated with personal efficacy, with intention, interest, power and rational choice.
March and Olsen [1983, p. 291] urged that the two rhetorics not
be interpreted as deceits for subverting public attention and diverting public resources, but rather as symbols of the possibility,
the hope for effective government reform.
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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It appears that among the pragmatists at least Commons
was well aware of the covertly political attributes of specific,
accounting-based techniques he himself advocated. Consistent
with other institutional economists [e.g., Dewey, 1910, 1922;
Veblen, 1904, 1919], Commons did criticize the "pecuniary calculus of accounting" [see Merino, 1993, pp. 164-165]. But in
addition, Commons also redirected accounting and deployed it
in support of government intervention vis-a-vis regulation. Here,
accounting performed two roles. First accounting was deployed
in the hope of making the private public by rendering the inner
workings of such monopolies as utilities transparent to regulators. And second, accounting rendered conflicts of interest as
discursive affairs as compared to physical conflict in the form of
boycotts, picket lines and armed Pinkerton agents typical of the
era. This use of accounting aided in bringing confrontations
from street and rail-level violence to the negotiating table
[McGraw, 1984, pp. 77-93]. More specifically, exhibiting marked
reflexivity, Commons [1965, pp. 99-100; emphasis added] asserted that:
The State is primarily coercive, but where technical
work has been absorbed by it, just as its officials must
be equipped in knowledge and skill, they must also
learn tact. Penology, pedagogy, "scientific" charity, are
highly successful only when the iron hand of coercion is
gloved by the arts of persuasion. The state extracts coercion from private hands in order that the latter may be
compelled to rely on persuasion, and the criterion for
the success of state coercion itself is the extent to which
the officials have learned to make it unnecessary. The
state is, indeed, becoming more persuasive and less coercive in proportion as the officials recognize their position as public servants, and the people become upright
and patriotic in character.
Thus, accounting is not only an instrument for representing an
economic reality as proposed by proprietary theorists, but also a
rhetorical device for setting forth the concept of reasonable
value which makes rage, coercion, physical force, unreasonable.
CONCLUDING COMMENTS
The analysis provided in this paper suggests that the contributions of John R. Commons in the development of accounting
in the governance structure of the state and the regulation of
monopolies is underrepresented within extant academic acPublished by eGrove, 1995
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counting literature. More specifically, Commons' work in Wisconsin, which spread to other states and the federal government, appears to be important to understanding and making
possible state governance, and this governance in turn, makes
accounting and accountants possible. Harter [1962, pp. 210-212]
concluded that while Commons is comparatively obscure in
American history, his leadership in the drafting and adoption of
social legislation entitles him to more attention than he has so
far received. Harter [1962, p. 128] further states that "No single
m a n was responsible in bringing it (social legislation) about, but
if anyone could be called its father, he would be John R. Commons." Similarly, Horwitz [1992, p. 162] observes that "The first
thinker to see the relationship between the de-physicalization of
property and its abstraction into market value [key concepts
within accounting theory] was the great Wisconsin institutional
economist John R. Commons." Commons' legacy is still very
apparent as seen in recent efforts to deregulate the utilities industry:
"We're cutting through 100 years of sedimentary layers
in trying to make the market for power work better,"
said Gary J. Lavine, senior vice president at the Niagara
Mohawk Power Corporation in Syracuse. . . . The central quandry is that m u c h of the existing investment in
electrical power . . . is more expensive than the cost of
starting over with a clean sheet of paper. As a result,
utilities contend, the only way to provide big electricity
savings quickly would be to deny investors a fair return
on hundreds of billions of dollars of financial commitm e n t s that with hindsight should never have been
made. That, they say, would be unconscionable. . . .
"Regulators made promises to investors, and governm e n t has a moral obligation to h o n o r them," said
Alfred E. Kahn, an economist at Cornell University
[New York Times, 2/3/95, p. C1].
The work of John Commons has an interrelated theme with
that of DR Scott [1931, p. 133], who suggested that the development of accounting " . . . must be provided for within the process
of cultural change . . ." thereby emphasizing the importance of
such issues as: the social creation of accounting; how alternative
sets of meaning are attributed to accounting; and the presence
and influence of competing interest groups within organizations
and society who differentially deploy accounting to serve their
own vested interests. Scott [1931, p. 264], for example, called
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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attention to accounting being complicit in the creation of organizational managers' reality, both in terms of determining the
goals of management as well as the means to achieving those
goals; he stated "Accounting and statistical methods are serving
as vehicles of the current cultural reorganization because of
their limitation of expression to objective terms" [see also Ijiri,
1967, pp. 158-159].
Similarly, as March [1987, pp. 38-40; emphasis added] observed in a plenary speech before the American Accounting Association:
These components of decisions and decision processes
are not unfortunate manifestations of an irrational culture. They are important aspects of the way organizations develop the common culture and vision that become primary mechanisms for effective action, control
and innovation. As a result, information strategies are
as much strategies for managing, interpreting and creating visions as they are strategies for clarifying decisions. And if this sometimes seems perverse, it may be
well to remind ourselves that h u m a n life is, in many
ways, less a collection of choices than a mosaic of interpretations. It involves both discovering reality and constructing it.
Thus, there appears to be a core appreciation among the
loosely defined group of institutional economists that political
rationalization vis-a-vis economic rationalization became the
means of attaining both order in the economic sphere and security in the political arena [Scott, 1931, pp. 34-61]. On this point,
Hopwood [1990a, pp. 83-88; 1990b, pp. 10-16] has argued that
accounting is centrally implicated in the institutional frameworks, language and patterns of power and influence that characterize contemporary organizations. It follows that accounting
practices evolved in a m a n n e r which involves more than merely
formulating and legitimizing economic actions, but also in preserving the status quo vis-a-vis power of specific business and
political actors. The power of accounting derives from its ability
to move beyond merely facilitating the operation of pre-given
and relatively unproblematic forms of economic management,
such that accounting categories take on a visible, rule-like status
in social thought and action, thus transcending even social and
political considerations. Consequently, research interest in accounting should not be conceived as purely a technical one of
improving its ability to passively represent an objective ecoPublished by eGrove, 1995
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nomic reality, but also stands for m u c h broader issues by which
patterns of power and influence are developed and maintained
as they concern the nexus linking the organization with society.
As Scott argued, such rationalized administrative policies and
practices as accounting did not emerge as a consequence of
widespread concern for operational efficiency, but as an artifact
of the power nexus linking economic and political spheres of
influence.
Commons' use of accounting as an orthodox administration
form of rhetoric, and his role in developing it as influenced by
the rhetoric of realpolitik [March and Olsen, 1983, pp. 285-295],
was essentially reflexive in nature. That is, as an external critic
of monopolies, he challenged such general concepts as accounting profits as aligned with socially dysfunctional behavior. He
was also cognizant of the flaws in specific techniques he himself
developed as being subject to influence by vested business interests, that his rate of return remained "elastic" and "manipulable"
by the very monopolies to which it was applied. However, he
saw such calculative practices of governmental regulations as a
necessary aspect of a modern, organization-based society. As
March and Olsen [1983, p. 292] suggest:
[Our] observation is that governance is an interpretation of life and an affirmation of legitimate values
and institutions. In a society that emphasizes rationality, self interest, and efficacy, politics honors administrative and realpolitik rhetoric, it provides symbolic and
ritual confirmation of the possibility of meaningful individual and collective action. The argument is not that
s y m b o l s [ s u c h as t h e r a t i o n a l i t y a n d objectivity
achieved through accounting] are important to politics,
although they certainly are. Rather, the argument is the
reverse — that politics is important to symbols, that a
primary contribution of politics to life is in the development of meaning. It is not necessary to decide here
whether decision making and the allocation of resources are symbols and the construction of meaning
are more fundamental. They are heavily intertwined,
and discussion of primacy may obscure that fact. But
itseems unlikely that a theory of governance can represent or improve the phenomena of governing without
including the ways political institutions, rhetoric, and
the rituals of decisions facilitate the maintenance and
change of social values and the interpretation of h u m a n
existence.
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Thus, accounting as a symbol of rationality, efficiency and
science within state governance came to be politically constituted as opposed to being solely the product of rational actions
and events within the private sector. That Commons' "reasonable value" and rate of return regulation impacted accounting
and economic thought is attested to by its use in regulating
utilities for most of this century and by research in economics
and accounting probing its efficacy for over eighty years [illustrative are Averch and Johnson, 1962, pp. 1052-1055; Sappington, 1983, pp. 363-370; Baron and Myerson, 1982, pp. 911-915;
Abdel-khalik, 1988, pp. 44-62; Lanen and Larcker, 1992, pp. 7181].
To be sure, Commons recognized imperfections in the state
apparatus in general and the techniques of regulators in particular, that there exists no universal truths as represented by economic "laws" and accounting "facts." A "coping schizophrenic"
[Campbell, 1970, pp. 1-23], he nevertheless continued to struggle
with the paradoxes of his era. According to Hoksbergen [1994,
p. 708]:
On the one hand, there are what might be called
extreme relativists, who upon the discovery that there is
no objectively certain foundation for the true, the good,
or the beautiful, j u m p to the conclusion that nothing
matters. On the other hand, there are those who accept
the demise of foundationalism and acknowledge the existence of many different traditions of understanding
but still have a deep sense that it does matter, that there
is meaning to our lives, and that we can continue the
struggle to improve our understanding and our lives. I
am persuaded by the latter position, and because the
participants in the debate [such as John R. Commons]
have cared enough to write down their thoughts on the
issue, I presume they are persuaded, at least in practice,
by that position too.
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Abstract: This contract dispute enhances our understanding of agency
relationships and fosters greater recognition of the limitations and
hazards of historical research using an agency literature framework.
The accounting records, related memoranda, and reports submitted
also provide insight into the nature and character of early defense
contract accounting and relationships between these contractors and
the government. Difficulties confronted by the Navy in securing a
contractor; contract terms; civilian contractor's project accounting
records, related memoranda, and correspondence with naval authorities are reviewed. The post-contract correspondence provides insight
into how early 19th century government contractors attempted to
resolve disputes with the government.

Introduction 1
Today, government is the largest consumer of products and
services in the United States. Government contracting with private sector suppliers has been a constant from the earliest days
of U.S. history. Modern legislation, e.g., the Federal Acquisition
Regulation Act and Truth in Negotiations Act, have established
standards governing contractors' dealings with the government.
The Cost Accounting Standards Board has issued standards to
promote uniformity and consistency in the way defense contractors measure, assign, and allocate contract costs. The Defense
Contract Audit Agency, the General Accounting Office, and
1
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other audit agencies have responsibilities for auditing compliance with contract terms. In short, doing business with the government has become highly institutionalized; contractor rights
and obligations are highly circumscribed by contract, regulation, and law. A formal process for mediating contract disputes
is in place, and when mediation fails there is access to the court
system. In our era, this formal institutionalized framework is
largely taken for granted. Such was not always the case. The
contracting environment confronting the government contractor
of the early 19th century stands in stark contrast to the n o r m of
today. An appreciation for the efficacy of our current bureaucratic contracting environment can be gained by examining an
early government contract. Moreover, the dangers inherent in
extending modern rational expectations and assumptions to earlier periods of history become evident. Modern assumptions
may be invalid in a pre-bureaucratic era where justice was more
personalized and less systematized. In earlier periods, due process was less assured, and arbitrariness and personally motivated animosity or favoritism was less restrained. Such conditions may preempt and negate assumptions underlying
historical research using an agency theory framework. 2
In 1826, Samuel Keep of Boston received a contract from
the federal government to superintend the construction of the
original facilities at the Pensacola Naval Air Station then known
as the Pensacola Naval Station or Navy Yard. 3 This 19th century
contract dispute affords some insights that may contribute to
our contemporary understanding of agency relations. Specifically, much of contemporary accounting agency theory focuses
on instances where the agent breaches, reneges, or otherwise
shortchanges the principal to the contract. In this instance, how2

See Max Weber's short essay on bureaucracy in From Max Weber, H. H.
Gerth and C. W. Mills (eds), Oxford University Press 1946, pp. 216-221, for a
discussion of the significant differences between justice based on personal factors and justice based on abstract procedures and rules of law.
3
In 1975, the John C. Pace Library at The University of West Florida acquired the personal correspondence and accounting m e m o r a n d a of Samuel
Keep. Among these records are a copy of the original contract, payment vouchers for supplies and materials, payroll records, and construction progress reports
as well as many letters addressed to members of his family and such notables of
Keep's day as President Andrew Jackson, Vice-President Henry Clay, Senator
Daniel Webster, Secretary of the Navy S a m u e l S o u t h a r d , a n d William
Bainbridge who was the highest ranking naval officer of the time and chairman
of the Board of Navy Commissioners. These documents provide the basis for this
p>aper and unless specifically stated otherwise all quotes come from them.
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ever, it was the principal, i.e., the federal government, that reneged on the contract despite diligent performance by the civilian contractor/agent.
Contractual relations are frequently a good deal more complicated t h a n simple principal-agent models suggest. While
simple principal-agent models may be helpful in understanding
relationships, the contract under consideration in this article is
complex in structure and operation. There is a hierarchy of control in this early defense contract that is typical of many modern
contracts. Specifically, roles are less clearly defined than simply
agent-principal, i.e., an actor may be simultaneously an agent of
some principal and the principal of another agent. In this instance, both the civilian contractor and the naval officers were
acting as agents of the federal government. However, from the
perspective of the civilian contractor/agent Samuel Keep, the
agent/naval officers were principals.
A basic assumption underlying agency theory is that all parties to a contract behave in a rational, utility maximizing manner [Jensen & Meckling, 1976, p. 307; Fama, 1980, p. 289]. Often, agency theory literature depicts actors in agency models as
self-interested individuals with the goal of maximizing net income [Baiman, 1990, p. 155]. However, Mills has stated that
income or wealth utility maximization alone is not sufficient to
explain the behavior of all agents [Mills, 1993, p. 802]. In some
circumstances, agents may seek to maximize some utility function that transcends pursuit of personal financial advantage,
e.g., a sense of duty, honor, loyalty. The Keep contract provides
some insight into agency relationship frictions that can not be
directly attributed to income maximization. The naval authorities who were party to this contract as principals did not reap
any personal advantage, and yet they were unrelenting in their
refusal to honor the terms of the contract with the civilian contractor.
The Keep contract is particularly interesting because enforcement of its terms became an issue; it gave rise to one of the
first defense contract disputes in American history. Contemporary agency theory presumes that contract enforcement is a
matter of judicial intervention. Specifically, Baiman states:
The central focus of agency theory is the employment
contract (which includes the agent's payment schedule
and the monitoring system). Contracts are enforced by
legal institutions. The decision of legal institutions as to
whether an employment contract has been honored or
Published by eGrove, 1995
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violated depends upon the evidence that can be submitted by the contracting parties to the legal enforcement
mechanism. [Baiman, p. 168, 1990]
Keep's efforts to enforce the terms of his contract with the
government suggest that this agency theory assumption was not
satisfied in the early 19th century. The contractor's pursuit of
reparations from the government through personal lobbying and
pleading provides a stark contrast to the institutionalized conflict resolution assumed by agency theory.
THE HISTORICAL CONTEXT OF THE CONTRACT
The United States bought Florida from Spain for $5,000,000
in 1819. This transfer was formally accepted in Pensacola on
July 17, 1821 by General Andrew Jackson, who was then military commander of the territory. In 1822, Congress established
the Territory of Florida with Pensacola as its capitol; Jackson
was appointed its first governor.
During the Napoleonic Wars, most of the Spanish and Portuguese colonies in Latin America took advantage of the unsettled conditions in Europe to break away from their mother
country. By the end of 1822, Mexico and many countries in
Central and South America had freed themselves from colonial
rule, and the United States had formally recognized their independence. However, the three leading monarchies of Europe,
i.e., Russia, Austria, and Prussia, encouraged Spain and Portugal to reassert their authority over their former colonies. In an
address to Congress in December 1823, President James Monroe
proclaimed that the United States would defend all independent
nations of the Western Hemisphere against European intervention; this Monroe Doctrine became a cornerstone of United
States foreign policy.
This backdrop of political upheaval and uncertainty provided the impetus for major military development along the
southern coast of the United States. Over a period of twenty-five
years a series of strategically placed forts and navy yards were
built. In Pensacola, Ft. Pickens and Ft. McRee were built to
guard the entrance to the port; the harbor itself became home to
the first permanent U.S. Navy installation on the Gulf Coast. At
the same time, fifty miles to the west, Ft. Morgan and Ft. Gaines
were built to guard the entrance to the port of Mobile, Alabama.
At the conclusion of this defense build-up, many passes from the
open sea to important seaports were guarded by forts [Bailey,
1966, pp. 236-242].
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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THE TASK
The first of the defense installations to be built was the
Pensacola Navy Yard. On February 25, 1825, a bill authorizing
construction of facilities for a new navy yard and depot at
Pensacola, Florida was passed by the U.S. Senate, and the
House gave its approval on March 3, 1825 [Pearce, 1980, p. 5].
At the time, journeymen construction workers or "master
mechanics" were scarce. There was an abundance of work for
such skilled workmen along the populated Eastern Seaboard. It
was not easy to entice workmen to leave familiar surroundings,
family and friends, to journey three weeks (under the best of
sailing conditions) to a frontier town known for yellow fever
epidemics and poor living conditions.
THE PRINCIPAL
An important component of any principal's task in the principal-agent relationship is the selection of the "best" agent. The
principal in this contractual relationship was the Board of Navy
Commissioners, most frequently referred to in correspondence
of the day as the Navy Board. This organization was charged
with responsibility for letting the contract and supervising construction. 4 To this end, the Navy Board circulated notices soliciting bids among qualified "master builders," published invitations to bid in major newspapers, and posted notices in federal
government offices. After unsuccessfully negotiating with several contractors for over a year and a half, the Navy Board
concluded negotiations with Samuel Keep.
The circumstances surrounding the Navy Board's acceptance of Keep as labor contractor for the Pensacola Navy Yard
are necessary background for understanding subsequent events
relating to the contract. First, the Navy Board was motivated
and eager to commence work on the new facilities as quickly as
possible. Moreover, established and presumably knowledgeable
contractors were reluctant to bid on the project or demanded
compensation that the Navy Board deemed excessive. As will
become apparent later, the fact that the Navy Board granted the
contract to Keep is itself some measure of its desperation and
4

The Board of Navy Commissioners was created by act of Congress in 1815
and was made up of three captains (then the highest rank in the Navy). Commissioners were appointed by the President with the consent of the Senate and were
invested with delegated executive authority.
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frustration. Certainly, given more favorable circumstances, the
Navy Board would not have awarded the contract to Keep.
Both principal and agent confront considerable risk when
they enter into a contract each knowing relatively little about
the other. The Navy Board and Keep had no on-going relationship, and there was an extreme degree of information asymmetry present in the contract negotiation. Given the time and distance between Boston and Pensacola (three weeks by ship down
the Atlantic coastline, around Key West, and u p the west coast
of Florida) and the communications capabilities of the time,
Samuel Keep must have been markedly ignorant of the conditions in Pensacola. By contrast, the Board was better informed.
As a consequence of receiving reports from Navy personnel already in place in Pensacola, the Board was knowledgeable of
local conditions at the proposed construction site. In addition,
after unsuccessfully negotiating with other prospective contractors, the Navy Board knew precisely what other contractors required in terms of compensation to take on the Pensacola
project. Presumably, this information asymmetry worked to the
advantage of the Navy Board in its contract negotiations with
Keep. In addition, Keep was totally inexperienced in bidding on
government contracts. Overall, Keep must have been at a great
disadvantage in contract negotiations.
From the perspective of agency theory, each party to this
contractual relationship was motivated by self-interest. No
doubt, Keep thought he had negotiated a contract that would
allow him to break into government contracting and maximize
his personal net worth. From the perspective of the Navy Board,
they needed the work to commence as soon as possible at the
cheapest possible rates. To this end, the Navy Board exploited
the asymmetric information set they possessed and Keep's eagerness to make a start in the construction business. The Board
was successful in securing below market rates for the project as
evidenced by the fact that no other supplier was interested in
the contract.
THE AGENT
Samuel Keep, an unmarried m a n in his mid-twenties, was
the youngest son of an established and prosperous Boston area
builder and the brother of Dr. Nathan C. Keep who founded the
Dental School at Harvard University. Keep's personal correspondence and his business records suggest that he was an articulate
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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and well- educated m a n of his time. Samuel served his apprenticeship working for his father on various construction projects
in and around Boston. Previously, Keep had never been awarded
or even bid a single construction contract, his very first venture
as an independent builder in his own right was the Pensacola
Navy Yard contract. Given Keep's personal circumstances —
young, well to do, and eager to begin a business in his own right
— it is reasonable to assume that he was less risk averse than an
established builder. From Keep's point of view, the Pensacola
contract must have looked like a great opportunity. In summary,
Samuel Keep was young, inexperienced as a builder and totally
unproven as a contractor. Certainly, this is not the profile of the
ideal candidate for a major government contract. It seems that
Keep's principal qualification was his lack of risk aversion, as
evidenced by his willingness to accept the contract.
THE CONTRACT
According to the terms of the contract signed on September
8, 1826, Keep was to go to Pensacola and superintend the construction of the wharf and buildings at the new navy yard. All
construction materials including tools and implements were to
be supplied by the Navy Board. Keep was to hire "8 master
masons and 10 skillful wharf builders" and transport them to
the project site. In addition, Keep agreed to remain in Pensacola
with his builders for two years. In compensation, Keep was to
receive:
$2,000 per a n n u m for himself and $2.50 per day for the
mechanics to be in full compensation for all the services which may be rendered by him or them and for all
charges and expenses which he the said Keep may incur and subject himself to on account of this contract.
The contract provided that Keep's salary and the $2.50 per day
for the mechanics would commence with departure from Boston. Payments were to be made to Keep at the Pensacola Naval
Station upon the presentation of bills to the local commanding
officer.
PRELIMINARY PREPARATIONS
Before departing from Boston, Keep recruited 8 masons
and 10 wharf builders. According to Keep's correspondence, the
prevailing wage in Boston for such men was $1.75 per day. To
induce men to travel to the Florida hinterlands, separated from
Published by eGrove, 1995
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friends and family, Keep offered premium wages as well as food
and lodging. Keep negotiated worker wage rates based on his
judgment of each worker's skill and experience. Exhibit 1 is a
list of Keep's crew and their associated pay rates. Wages ranged
from $2.10 to $3.00 per day with an average daily wage of $2.33.
This was a premium of 25 percent over the existing wage in
Boston without considering the value of food and lodging provided by Keep in Pensacola.
EXHIBIT 1
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Each builder executed a labor contract (some preprinted
and others handwritten) agreeing to work with Keep for two
years at the Pensacola Naval Station. Exhibit 2 is an example of
the preprinted contracts signed by each worker. The difference
between the worker's wages and the $2.50 government contract
amount was justified in Keep's mind by the fact that he provided
food and lodging for the workers and paid the cost of their
transportation from Boston to Pensacola.
EXHIBIT 2
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Besides hiring builders, Keep hired an accounting clerk who
was charged with responsibility for maintaining project records.
This clerk contracted to work for the sum of $50 per m o n t h plus
food and lodging; an amount that was approximately equal to
the wages received by the master builders. The salary of the
accounting clerk was not reimbursable cost under the terms of
the contract; therefore, Keep absorbed this cost out of his $2,000
per year. Surviving project records and memoranda are testimonials to the thoroughness and competence of this accounting
clerk. However, one might reasonably question the business
judgment of Samuel Keep; he committed better than 30 percent
of his annual contract compensation for the services of a fulltime bookkeeper.
The contract granted Keep permission to erect on navy yard
property "such barracks or other buildings as may be found
necessary and convenient for the accommodation of himself and
men while employed at the naval station." The materials and
labor cost for construction of the barracks were to be born by
Keep. Before departing from Boston, Keep purchased a considerable amount of food, building materials for the barracks including 15,000 feet of lumber and nails, furnishings for the barracks, clothing, and medical supplies. Cash d i s b u r s e m e n t
records for these purchases total $848.98. According to the shipping contract presented as Exhibit 3, the transport of the building materials and supplies to Pensacola via Key West cost $116.
The cost of passage on the same ship for Keep and his nineteen
m e n was $380. Therefore, d o c u m e n t e d s u p p o r t exists for
$1,344.98 in cost before the first dollar of government contract
money was received. Available personal correspondence and accounting records give no indication as to the source of Keep's
start-up money. However, it seems reasonable to surmise that
these funds were provided by his family.
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EXHIBIT 3

PROJECT ACCOUNTING RECORDS
There is no evidence of a double entry bookkeeping system
in any of the project records. The financial records are single
entry "day book" accounts that chronicle cash disbursements
a n d receipts. There are no financial s t a t e m e n t s for either
Samuel Keep personally or the construction project. Labor reports submitted to the officer in charge of the navy yard constituted billing under this contract. Hence, construction labor in
terms of duties assigned or work performed and labor time for
each of Keep's employees is fully documented.
The records show that the first three weeks of October
1826, i.e., the first three weeks at the construction site, were
spent constructing the barracks for the crew. In addition to the
building materials brought from Boston, brick and other construction materials for the barracks were purchased locally. For
the period October 1826 to June 30, 1827, local purchases for
food and building materials totaled $1,288.82. These expendit u r e s are s u p p o r t e d by itemized s t a t e m e n t s from v a r i o u s
Pensacola suppliers. Exhibit 4 is an itemized statement of cash
payments made to one Pensacola supplier for the period October 26-December 30, 1826.
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EXHIBIT 4

The principal project accounting records were reports of
days worked s u b m i t t e d to the c o m m a n d i n g officer of the
Pensacola Naval Station as a basis for payment under the contract. During the developmental stages of the project all m e n
were engaged in such activities as digging sand or felling and
hewing timber for use in the construction. During this period,
project reports were submitted on an infrequent basis. Between
December 1826 and March 1827 three reports which covered
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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overlapping intervals — October 27-November 30, October 27February 28, and February 16- February 28 — were submitted.
The 5 column tabular February 16- February 28, 1827 project
report presented as Exhibit 5 is typical of these reports. After
February 16, project reports were submitted biweekly in a
EXHIBIT 5

Published by eGrove, 1995

57

48

Accounting Historians Journal, Vol. 22 [1995], Iss. 1, Art. 10

The Accounting Historians Journal, June 1995

EXHIBIT 6
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"spreadsheet" format. Exhibit 6 is typical of these reports. Beginning with the February 16-28 report, these reports show that
the men were assigned to a multitude of small and large projects
which were going on simultaneously. The columnar headings on
these reports were consistent: workers' name, occupation (either
brick layer or wharf builder), days worked (no hourly work
records were maintained and the smallest time increment which
appears in these reports is 1/2 day), and project (commandant's
house, hospital, barracks chimney, wharf, et al.)
THE CONTRACT DISPUTE
As noted, Keep invested a significant amount of money in
performance of this contract before arrival at the job site. Upon
arrival in Pensacola, Keep presented a bill for $945 (21 days in
passage for 18 men at $2.50 per day) to the commanding officer.
Unfortunately, Keep discovered that the local commanding officer, Lt. Commander Edward R. McCall, did not feel bound by
the Navy Board's contract. This officer refused to pay Keep
$2.50 per m a n as the contract stated. Why a United States Navy
officer would take it upon himself to act in this way is pure
speculation. The officer's actions were clearly inconsistent with
the explicitly stated terms of Keep's contract with the Navy
Board. At this juncture, Keep threatened to take his craftsmen
and leave Pensacola. Faced with this threat the commanding
officer backed down and paid Keep. However, McCall wrote the
Navy Board for instructions about how he should proceed in the
future.
There is little doubt that personal animosity existed between
McCall and Keep. According to Keep's correspondence, McCall
referred to Keep as "You God damned Yanke." McCall was described by Keep as "a vile and intemperate man." It is evident
from reading Keep's personal correspondence that he feared
McCall. Early in his stay in Pensacola, Keep began carrying two
loaded pistols because McCall had threatened him.
Little is known of Keep's antagonist — Edward R. McCall.
However, according to the 1827 Navy Register, McCall was born
in South Carolina, commissioned an officer in the U.S. Navy on
January 1, 1808, and promoted to the rank of lieutenant commander on March 3, 1825 when he assumed c o m m a n d of the
Pensacola Navy Yard [Navy Register, 1827, pp. 782]. The personal antagonism between McCall and Keep coincidentally paralleled larger historical currents. In many ways, the ill tempered
r e l a t i o n s h i p b e t w e e n Keep, a M a s s a c h u s e t t s Yankee, a n d
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McCall, a fiery South Carolinian, seems to personify regional
animosities that afflicted the United States at this time in its
history.
Subsequently, Keep submitted his labor bill for the m o n t h
of October. The bill submitted included the time spent by the
men building the barracks. McCall refused to pay stating that
"men were not to draw wages when they did not work." As
justification, Keep cited a clause in his contract which stated
that he "shall not suffer for the want of materials and tools" and
pointed out that the Navy had failed to provide materials to
begin construction and that if the men had not built the barracks they would have been idle. Signed stores receipts show
that it was not until October 27, 1826 that the navy delivered
supplies and tools to Keep for the actual construction project.
According to the terms of Keep's contract, it was the responsibility of the Navy to provide all tools, implements, and materials
for the construction.
In response to McCall's request, the Navy Board's instructions were that he should authorize payment for the actual
amount to be received by each worker and that payment should
be made directly to the worker and not Keep. This is in clear
contradiction of the explicit terms of Samuel Keep's contract
with the Navy Board. At this point, it seems that the Navy Board
summarily abrogated its contract with Keep.
Given the hindsight provided by almost 170 years, it appears that the Navy Board acted in bad faith by agreeing to
Keep's terms, alluring him to the job site in the remote hinterlands, and ignoring the explicitly stated terms of the contract.
Surviving documents leave little doubt that the Navy Board
acted dishonorably. In the correspondence files between the
Navy Board and Samuel Keep, there is no indication that the
Navy found any fault with either the pace or quality of Keep's
work at the Pensacola Naval Station. To the contrary, even Lt.
Commander Edward R. McCall, the very same commanding officer who refused to honor the payment terms of Keep's contract, described the quality of Keep's work as "commendable."
Whether the government's conduct in this matter is an isolated incident or part of a widespread pattern of "bad faith"
contract dealing is a question not easily answered. It may be
that the seeds of this contract dispute lie in a personality clash
between two agents of the Navy Board — Keep and McCall.
Acting as agent for the Navy Board in its dealings with Keep,
McCall challenged the terms of the contract and refused to dishttps://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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burse funds according to its terms. It is significant that once
McCall acted, the Navy Board never wavered in its support of
his position. Perhaps, loyalty to a fellow career naval officer was
the overriding motivation of the Navy Board. If this was the
case, then any civilian contractor doing business with the Navy
did so at their own peril. Written contracts could be ignored or
completely disregarded with impunity — not a very comforting
prospect for an outsider doing business with the government.
Without the difference between what he received from the
Navy and what he paid the men, Keep had nothing to defray the
cost of food and lodging provided to his craftsmen. Keep protested to the Navy Board and attempted to bring formal charges
against McCall and Lt. Commander Thomas S. Cunningham, Sr.
who succeeded McCall as commandant of the Pensacola Naval
Station. Secretary of the Navy Samuel Southard's response to
Keep's attempt to bring charges against the officers was simply
to assert that "as a civilian Keep had no standing" that allowed
him to bring charges against uniformed officers of the United
States Navy. Keep was fired by the Navy Board on June 28, 1827
and accused of "practicing deception before the contract was
signed in that he assured them (the Navy Board) that he could
not obtain mechanics for less than $2.50 per day when he knew
that he could and that he actually did hire them for less and did
put the difference in his own pocket amounting to $3.00 per day
to his own advantage."
This assertion of "deception" by the contractor sounds particularly disingenuous and implausible considering the fact that
the Navy Board had unsuccessfully attempted to sign a contractor for a year and a half before awarding the contract to Keep.
The Board was in a position to know the going rate of pay for
skilled workmen.
A more plausible explanation is that the Navy Board chose
to back the actions of its career officers notwithstanding the
terms of the contract. Or, perhaps the Board concluded that
they had made a bad bargain, and first tried to rewrite the contract to their liking and when that did not work they simply
fired the contractor after much of the work had been completed.
In a letter addressed to his brother shortly before his July
1827 departure from Pensacola, Keep stated, "I have spent more
to fulfill my contract than I should make in ten years if I should
stay so long in this country for two thousand per annum." The
Navy Board's flagrant disregard for his contract left Keep with
little recourse. Keep left Pensacola and went to Washington to
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pursue his claims against the Navy Board.
Today, in the event of a contract dispute, the issue as to
whether a contract has been honored or violated is likely to be
decided in the court system. Evidence is submitted according to
specific rules of admissibility in an ostensibly impartial court
proceeding and the contested issue is decided by judge or jury.
This m a n n e r of conflict resolution has been institutionalized, is
expected, and largely taken-for-granted. Such was not true in
Keep's day; he did not retain legal counsel nor did he sue the
government for breach of contract. At this point in our history,
it seems that government was less securely based on the rule of
law. Justice was more a matter of personal contact and influence.
Keep pursued his claim personally with the Washington bureaucracy. Unfortunately, Keep's experience battling the Washington bureaucracy was frustrating and dispiriting. Initially, he
pursued his claim for reparations with the civilian Secretary of
the Navy. In an October 1827 letter to Secretary of the Navy
Southard, Keep stated: "Such has been the high handed injustice & injury to me, that I have come to the defensive action to
demand redress at the bar of Congress for the severe losses I
have sustained." Secretary Southard was not sympathetic to
Keep's claims against the Navy, but suggested that Keep document his case and submit it to the Treasury Department for a
decision on the merits of his case.
Acting on Southard's recommendation, Keep took his cause
to the Treasury Department's 4th Auditor's Office which was
charged with adjudicating claims made against the government.
In a March 28, 1828 opinion addressed to Navy Secretary
Southard, the auditor disallowed Keep's claims by declaring:
Having carefully examined the documents in the case of
Mr. Samuel Keep late Superintendent referred to me by
you, I have the honor to report, that nearly all the
charges made by Mr. Keep appear to be founded upon
an assumed violation of his rights and an improper interference in his duties, by E. R. McCall and Thomas S.
Cunningham Sr. U.S.N, commanders, officers at the
Pensacola Station. Not having any thing explanatory or
defensive from these two officers, you will readily see
the improbability of my forming any decision on the
justice of Mr. Keep's claims. The vouchers to support
the several items in his account are not sufficiency clear
to justify me in allowing it. By letter from the Navy
Commissioners it will be seen that his salary was to
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10

62

et al.: Accounting Historians Journal, 1995, Vol. 22, no. 1
Gray and Calvasina: 1826 Construction

Contract for Pensacola Naval Station

53

cease on or about the 28th June 1827. If however these
claims were to be decided on at present, without further information, according to the terms of the contract, I do not think they ought to be allowed. [[T.
Matkins], 18 March 1828]
Keep was equally unsuccessful in stimulating any interest in
his dispute with members of either the U.S. House or Senate.
Daniel Webster, who represented Keep's home state of Massachusetts in the U.S. Senate, stated in a letter to Keep that "he
could not attend to applications of this kind, that the business is
between you and the Navy Board" [Keep, 23 April, 1828].
For three years, Keep remained in Washington and petitioned the government for redress for the Navy's conduct. Notwithstanding his persistent efforts to remedy the wrongs done to
him by the government, he was totally unsuccessful. After termination of his contract, Keep never received another penny from
the federal government.
In 1830, a week after his marriage to a wealthy Washington
widow, Keep died an untimely and tragic death at the age of 29.
Keep and his new bride checked into a Baltimore inn while
awaiting a ship sailing to Boston. Following dinner on the
evening before their planned departure, Keep drank from a
stone jug thinking it contained apple cider. Unfortunately, the
stone jug contained a caustic acid used for cleaning woodburning stoves. Despite the best efforts of physicians to purge
his system of the caustic acid, he lingered a week in what was
described in a letter to his Boston family as "tormenting pain"
before he finally died.
CONCLUSION
As it turned out, this contract became something of a Greek
tragedy. Keep's successful pursuit of the government contract to
build naval facilities at Pensacola recalls the maxim, "For fools
rush in where angels fear to tread." Both literally and figuratively, Keep's fatal undoing was the Pensacola Navy Yard contract with the government.
From the vantage point of 170 years, the motivation that
moved the Navy Board to renege on its contract with Keep is
largely speculation and conjecture. Agency theory suggests that
the government agent's actions were motivated by self-interest.
And yet, Lt. Commander McCall, who was Keep's chief antagonist, gained nothing monetarily from his actions. Self-interest
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narrowly defined as furtherance of monetary advantage does not
measure up to the task of explaining the conduct of government
agents in this situation. Thus, Mills' concerns with the application of agency theory into the study of accounting history appear to be supported.
Agency theory assumes the rule of law. The legal system is
assumed to enforce the contract based on publicly observable
and verifiable information. At this stage in the development of
our country, the rule of law was not systematized, institutionalized, and enforced without regard to the personalities involved
to the extent assumed in modern agency theory. Therefore, the
Keep contract demonstrates the hazards of projecting modern
agency theory too far in historical research. If agency theory is
to be used in historical research, its limitations must be acknowledged. Agency theory must allow for certain frictions, e.g.,
furtherance of personal antagonism and overriding loyalty, to
afford an adequate explanation for conduct.
It is unfortunate that neither members of Congress nor representatives of the executive branch of government were interested or sympathetic to Keep's claims against the Navy. Had an
institutionalized appeal process been in place, e.g., an independent and impartial civilian contract review board, perhaps Keep
would have fared better.
In general, the level of literacy and competence exhibited by
participants in this contract is impressive. The project accounting records and supporting memoranda are remarkable for their
clarity and completeness. Contrary to the government auditor's
commentary, Keep and his accounting clerk maintained meticulous records of cash disbursements and detailed reports on construction labor. For the nine months (October 1826 to June
1827) all the construction activities at the Pensacola Naval Station are completely chronicled. Construction costs, at least in
terms of labor provided by the civilian contractor, are fully
documented. Labor cost information was recorded in a way that
facilitated cost analysis by individual structure or task, i.e., labor
costs for the commandant's house, base hospital, and other
buildings and structures were each tracked separately. The
project financial records are the product of a rudimentary single
entry system which simply chronicled cash receipts and disbursements activities in a day book format. No double entry
ledgers were maintained nor were financial statements for the
project prepared.
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THE EARNED INCOME CREDIT:
HISTORICAL PREDECESSORS AND
CONTEMPORARY EVOLUTION
Abstract: The Revenue Reconciliation Act of 1993 (RRA93) significantly expanded the earned income credit (EIC), which was changed
to include low-income taxpayers without dependents. Evolving, most
directly, from the "workfare" plan (1972) proposed by Senate Finance
Committee Chairman, Russel B. Long, and in response to President
Nixon's Family Assistance Program (FAP), the post-1974 EIC was not
the first of its kind. It had two predecessors.
The EIC of 1923 through 1931 benefitted taxpayers with or without dependents and excluded any "workfare" feature. A second EIC,
in n a m e only, was in effect for the 1934 through 1943 tax years.
This paper develops a historical framework for study of the post1974 EIC. This framework necessarily precedes any investigation of
contemporary issues relating to the twenty-year history of the post1974 EIC which, unlike its first predecessor, appears destined to continue as a permanent, expanding mechanism for the delivery of basic
subsistence to the "working poor." The resolution of these contemporary issues will determine whether the post-1974 EIC is destined to
replace or continue to co-exist with a (presumably) more costly welfare delivery system.

INTRODUCTION
Initially designed to partially offset the adverse and rapidly
growing impact of increasing Social Security taxes on the working poor, the EIC has undergone several expansionary stages
since first introduced (in its current form) for the 1975 tax year. 1
The Revenue Reconciliation Act of 1993 (RRA93) eliminated the
separate health insurance and newborn child components of the
earned income credit (EIC) and provided for a revised, basic

I would like to thank Fritz Scheuren, Director of the Statistics of Income
Division - Individuals of the Internal Revenue Service, for providing the 1989
sample data used for portions of this paper. Also, two anonymous reviewers for
their insightful comments and suggestions.
1
Table 3 summarizes EIC phase-in, flat, and phase-out ranges from 1975
through 1996. Exhibits 1, 2, and 3 provide graphical representations of the same.
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EIC to include low-income taxpayers without dependents. This,
ever-evolving, post-1974 EIC is not the first of its kind.
The first EIC was available for the 1923 through 1931 tax
years. Unlike the post-1974 EIC, the first EIC was never dependency exemption-based, did not provide for a "refundable"
credit, and did not, in its final form, seek to maintain any form
of "workfare" or work incentive feature.
A new, revised EIC became available for the 1934 through
1943 tax years. This second EIC was a "credit" in name only. It
was what today might be referred to as a "deduction" and eventually evolved into the current "standard deduction," available to
non-itemizer taxpayers. 2
This paper describes and distinguishes between the first
(1923 through 1931), second (1934 through 1943), and current
(post-1974) EICs. It summarizes events leading to the post-1974
EIC and provides a basic structural framework for analysis of
the post-1974 EIC period. It reviews many of the concerns
raised by contemporary policy-makers and researchers that remain unresolved (or are exacerbated) after RRA93.
The lack of widespread knowledge and acceptance of EIC
advanced payment options and the failure of the RRA93 expansion of the EIC to provide for any form of wealth-based means
test represent problems unlike those previously encountered by
our tax collection system. However, the incompatibility of the
"workfare" provisions of the contemporary EIC with existing
welfare systems suggests that certain historical lessons have
gone unnoticed by contemporary policy-makers.
THE FORM OF THE EIC
The post-1974 EIC contains a "work incentive" feature, increasing its political palatability and distinguishing it from a
"negative income tax" or some other form of a "guaranteed
m i n i m u m income." Ammer and Ammer (1977, p. 284) define a
"negative income tax" as
(a) form of welfare payment whereby all low-income
individuals and families receive a direct cash subsidy
from the government that is sufficient to raise them to
2

A tax "credit" results in a dollar for dollar reduction in the taxpayer's tax
liability. A tax "deduction" is multiplied by a taxpayer-specific marginal tax rate
to determine the taxpayer's tax liability reduction. A tax credit, therefore, is
more valuable (to any taxpayer) than a tax deduction for an equal amount.
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subsistence level. The subsidy itself is the negative tax.
Supporters . . . argue that it could replace all other welfare programs, along with the bureaucracy and alleged
waste they engender. Critics, however, believe it would
remove incentives to work . . . A version of this idea was
put into practice in 1975, when all U.S. social security
recipients received a supplementary check for $50, regardless of their income.
A negative income tax is a welfare program, providing a
basic grant to individuals with no income. (The Aid to Families
with Dependent Children - Foster Care (AFDC-FC) program is
an example of a welfare program). As Exhibit 1 illustrates, the
negative income tax is phased-out as income increases, until it
eventually reaches zero and the individual begins to pay tax. The
general form of the post-1974 EIC is also illustrated by Exhibit I.
Note that the EIC provides for a variation of a negative income
tax, but differs from the true form in two respects: (1) the EIC
increases as the taxpayer's earned income (EI) increases and (2)
a taxpayer with no EI receives no credit.
A true negative income tax would typically provide for a
larger (smaller) subsidy as income decreases (increases). Therefore, the EI requirements of the post-1974 EIC, unlike other
welfare programs, maintains a politically popular "workfare" element.
The new EI credit addresses ability-to-pay issues by reducing the impact of rising, regressive Social Security taxes on the
working poor. This objective is achieved while simultaneously
maintaining Social Security contributions characterized by progressive benefit structures (and based on the family unit).
The low-income taxpayers intended to benefit from the
post-1974 EIC are typically not subject to progressive income
tax rates. Therefore, EIC provisions are consistent with a family
assistance philosophy while leaving intact the existing Social
Security tax (and benefit) system.
Beginning on July 1, 1979, eligible taxpayers anticipating an
EIC-based refund had the option of receiving an advanced EIC
payment (AEIC), reported as a reduction of the EIC on the
taxpayer's federal income tax return, and limited to the amount
available for one qualifying child. In this respect, the EIC possesses a cash or near-cash feature and behaves like a negative
income tax or welfare benefit to low-income taxpayers.
The successful public acceptance of this alternative to welfare programs such as AFDC-FC, etc., must necessarily precede
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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the elimination of alternative, presumably more costly, 3 basic
subsistence delivery systems. However, as Yin and F o r m a n
[1993, p. 951] point out,". . . almost none of the recipients obtains the benefit incrementally during the course of the year"
and Holt [1994, p. 759] indicates that " . . . fewer than 1 in 200
EIC recipients takes advantage . . . " of the AEIC.
THE POST-1993 EIC REINFORCES CERTAIN
OPERATIONAL DEFINITIONS
RRA93 provides for the beneficial inclusion of low-income
taxpayers without dependents for post-1993 tax years. Prior to
RRA93, there was some disagreement with respect to the appropriate operational definition of the marriage tax penalty (MTP).
Should the MTP include or exclude its largest component, the
EIC [Rosen, 1987 and 1988, and McIntyre, 1988]?
The EIC-based component of MTPs for the 1974 through
1993 tax years might have been eliminated from consideration
as true MTPs, under the assumption that such amounts were
attributable to the decision to have children, as distinguished
from the decision to marry. Though this point was not addressed in the literature, 4 the post-1993 EIC, with its beneficial
inclusion of low-income taxpayers without dependents, eliminates the potential for such distinctions for post-1993 tax years.
Researchers interested in the historical relevance and magnitude
of post-1974 EIC-driven MTPs may find it useful to note this
distinction between pre-1994 and post-1993 periods to the extent that it presents the need for research design modification.
Though the post-1993 EIC will undoubtedly result in greater
MTPs [Lipman and Williamson, 1994, and Polinsky, 1993], it
has evolved from a qualified dependency exemption-based poverty reduction measure, to one more inclusive of the general
population. Though still "workfare"-dependent, the inclusion of
3
For example, the popular press has recently drawn attention to discussions
of a return to the use of orphanages to replace AFDC-FC group homes, etc. The
administrative costs of such programs include overpayments to providers, which
frequently go uncollected, since the over-riding concern of such agencies is the
shortage of placement facilities (see, for example, Report by the Auditor General
of California, 1986).
Costs of the post-RRA93 EIC are projected to approximate about $25 billion
in fiscal year 1998, roughly 150 percent of the federal share of the AFDC-FC
program [Yin and Forman, 1993, p. 951].
4
This may be the result of early emphasis on supplementing and/or eventually replacing the AFDC-FC programs with the EIC. See Hoffman and Seidman
[1990] and Campbell and Peirce [1980].
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low-income taxpayers without dependents as potential beneficiaries links the EIC more closely with general welfare programs
and reduces its similarity to the dependent-based AFDC-FC program.
HISTORICAL FRAMEWORK
Three EICs have emerged over discontinuous periods and in
very different forms: the first EIC existed for a nine year period
(1923 through 1931) and the post-World War I benefits were
primarily short-term, economic stimulus-motivated, and available to all taxpayers; the second EIC lasted for a ten year period
(1934 through 1943) over which this "credit" evolved to take the
form of our current "standard deduction;" and the post-1974
EIC has evolved and expanded during this twenty-one years and
continues changing with the passage of RRA93 (1974 through
1994).
THE FIRST EIC (1923 THROUGH 1931)
The Revenue Act of 1921, enacted November 23, 1921, and
amended March 4, 1923 (see Revenue Act of 1924, H.R. 6715,
Public Law No. 176, p. 264), sought to stimulate an economy
recovering from World War I. Beginning with the 1923 (and
extending through the 1931) tax year(s), a nonrefundable EIC
was established and maintained. As described by P e c h m a n
[1987, pp. 109],
. . . the earned income allowance was granted in the
form of a deduction that ranged from 10 to 25 percent
of earned net income. In some years the deduction was
allowed for normal tax purposes only; in others it was
allowed for both normal tax and surtax. In all years a
certain minimum amount of income ($3,000 or $5,000)
was presumed to be earned whether it actually was or
not, and the deduction was limited to a maximum ranging from $10,000 to $30,000. The tax value of the deduction was . . . never worth more than $495 for a family of two (in 1928-31).. .
This first, nonrefundable EIC was originally formulated under the proposition that a distinction should be made favoring
(disfavoring) earned (unearned) income. The preference of a
system taxing lightly income earned relative to that resulting
from investments was supported under the "ability to pay"
principle, but was not without difficulty in administration. The
discussion of this inequity and the administrative difficulties
Published by eGrove, 1995
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were addressed (see the Revenue Act of 1924, H.R. 6715, Public
Law No. 176, p. 264):
The taxpayer who receives salaries, wages, and other
earned income must each year save and set aside a portion of his income in order to protect him in case of
sickness and in his old age, and in order to provide for
his family upon his death. On the other hand, the person whose income is derived from investments already
has his capital and is relieved of the necessity of saving
to establish it.
The difficulty comes when an attempt is made to divide
that income which is in part earned and in part unearned into the two classes. Such a segregation would
involve either (1) treating as unearned that part of the
taxpayer's income which represents a reasonable return
upon the capital invested and considering the remainder as earned or (2) treating as earned income an
amount representing a reasonable allowance as, in connection with the administration of the excess-profits
tax, salary for the personal services actually rendered by
the taxpayer.
Initial proposals (see Ways and Means Committee, 68th
Congress, 1st Session, House Report 179, p. 78) of a 25 percent
tax reduction for taxpayers whose incomes were earned would
have benefitted salaried and professional people, but would have
excluded farmers (currently, Schedule F income) and self-employed or small business persons (currently, Schedule C and
certain K-l pass-throughs for closely held S corporation income).
Because of the administrative difficulties in arriving at an
equitable solution to the segregation of earned and unearned
components of certain classes of income, the "earned" income
credit became a misnomer. This first EIC was extended to all
individuals subject to the normal tax.
Furthermore, it imposed no requirements with respect to
the existence of a dependent or qualifying dependency exemption. In fact, upon review of the early part of this period, this
first EIC would appear to have gone so far as to favor (disfavor)
single (married) taxpayers by providing for m i n i m u m and maxim u m EICs of $20 ($12.50) and $75 ($55 5 ), respectively.
5
This credit could increase to as m u c h as $90 when the entire personal
exemption amount was taken by one spouse (i.e., married, filing separately) and
in the event that no dependency exemptions were available [KixMiller & Baar,
1924, pp. 19-20].
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It is important to note, however, that these provisions were
designed prior to/in the absence of our post-1970 (and current)
system of separate tax rate schedules for married and single
taxpayers [Brozovsky and Cataldo, 1994, pp. 179-180]. During
this period, two-earner, married taxpayers were effectively permitted the option of using the same progressive tax rate table
twice. Therefore, the "rate" component of the marriage tax bonus (MTB) associated with the pre-1971 period tax rate schedules might, today, be perceived as more than adequately compensatory for the failure to extend additional preferential
treatment to married taxpayers in the form of a larger EIC.
TABLE 1
The First EARNED INCOME CREDIT
(1923 through 1931)
Total Returns
Tax
Year

Total
Returns

1923
1924
1925
1926
1927
1928
1929
1930
1931

7,698,321
7,369,788
4,171,051
4,138,092
4,101,547
4,070,851
4,044,327
3,707,509
3,225,924

Average
Wage
$1,844
$1,848
$2,336
$2,415
$2,491
$2,668
$2,769
$2,676
$2,581

1923-31 Averages

Taxable Returns
Average
EIC

Taxable
Returns

Average
EIC

Average
Tax Rate

$28.65
$ 4.16
$ 5.89
$ 5.96
$ 6.07
$ 8.55
$ 5.46
$ 6.71
$ 5.42

4,270,121
4,489,698
2,501,166
2,470,990
2,440,941
2,523,063
2,458,049
2,037,645
1,525,546

$51.65
$ 6.82
$ 9.82
$ 9.97
$10.21
$13.79
$ 8.98
$12.21
$11.47

2.67%
2.74%
3.35%
3.33%
3.68%
4.62%
4.04%
2.63%
1.81%

$10.41

3.275%

$ 6.03

A summary of the average EIC for total and taxable returns
for the 1923 through 1931 tax years (Internal Revenue Code
Section (IRC §) 1200(a) of the Revenue Act of 1924) is provided
in Table 1 [SOI, 1931, pp. 37-43]. Though retained for the 1924
through 1931 tax years/the short-term, post-World War I stimulus nature of this first EIC is apparent when comparing the 1923
average EIC of $52 per taxable return to the significantly lower
average EICs for the post-1923 tax years.
THE SECOND EIC (1934 THROUGH 1943)
A new, revised EIC was made available for the 1934 through
1943 tax years. This EIC bore little resemblance to its predecesPublished by eGrove, 1995
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sor. This "credit" resulted in a reduction of taxable amounts
subject to the normal tax (as opposed to the surtax). Brozovsky
& Cataldo [1994, pp. 173-174] state that
(u)nlike the preceding EIC, this "credit" on earned income was comparable to what is today referred to as a
"deduction". This "credit" on earned income was restricted in amount to 10% of the first $14,000 of "net
income" for a maximum deduction of $1,400 for single
or married taxpayers.
This EIC evolved into a variable standard deduction (1944
t h r o u g h 1963), a semi-variable s t a n d a r d d e d u c t i o n (1964
through 1976), and currently takes the form of an inflationindexed, fixed standard deduction (1977 through present), subject to phase-out and eventual elimination for the post-1990 tax
years [Brozovsky & Cataldo, 1994, pp. 168-169].
Events Immediately

Preceding the Post-1974 EIC

What later came to be known as the New Frontier, the War
on Poverty, and the Great Society, represented the culmination
of considerable discussion regarding the possibility of a negative
income tax or a guaranteed minimum income or (basic subsistence) allowance as a m e a n s of perfecting or completing
Roosevelt's New Deal. As described by Hildebrand [1967, pp. 12],
(w)ithin the first six months of 1966 alone, three important official documents . . . appeared, all of which commend the goal of universal guaranteed minimum income . . .
W a r on Poverty (1964) efforts originated and extended
through the Kennedy (1961-1963), Johnson (1963-1969), and
Nixon (1969-1975) administrations. These efforts coincided
with/were overshadowed by the assassinations of President John
F. Kennedy (1963), Robert F. Kennedy (1968), and Martin
Luther King (1968), passage of the Civil Rights Act (1964), the
"Americanization" (1965) of the Vietnam War (1957-1975)
[Zarefsky, 1986], and Nixon's Family Assistance Program (FAP)
[Burke and Burke, 1974].
Aaron (1978), in his forward,
. . . argues that the Great society did not fall of its own
weight, but rather was eclipsed by external events —
the war in Vietnam, the dissolution of the civil rights
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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coalition, and the political defalcations of the Nixon
Administration.
The initial, post-1974 EIC closely resembled the $400 credit
or "workfare" plan (1972) proposed by, then, Chairman of the
Senate Finance Committee, Russel B. Long (Democrat - Louisiana). Senator Long's father, Senator Huey Long (Democrat Louisiana), had been a proponent of the "Share the Wealth Society" (1934) prior to his assassination in September, 1935 [Burke
and Burke, 1974, p. 151].
Russel Long had been an outspoken critic of Nixon's FAP,
for its failure to provide adequate work incentives. The FAP was
rejected by the Senate Finance Committee (1972) in favor of
Chairman Long's "workfare" plan.
THE POST-1974 EIC (1975 FORWARD)
The Tax Reduction Act of 1975 provided the foundation
upon which our current EIC is based. This post-1974 EIC was a
delayed outgrowth of the extended period of political liberalism
throughout the 1960s and 1970s.
The post-1974 EIC differed significantly from the first EIC
(1923 through 1931). These differences are restated and summarized in Table 2.
TABLE 2
A Comparison of the First EIC (1923 through 1931)
and the Post-1974 EIC
First EIC
Never refundable.

Post-1974 EIC
Refundable, and beginning July 1, 1979,
as a payroll advance (AEIC).

Never restricted or based only
on "earned" income.

Always based only on 'earned
income.

Always available to single
taxpayers or taxpayers
without dependents.

First available to low-income taxpayers
without dependents for post-1993
tax years (RRA93).

Introduced at a time when the
same rate schedules applied to
single and married taxpayers.

Introduced after separate, post-1970,
rate schedules were developed for single
and married taxpayers.

Pre-dated the Social Security
system.

Post-dated the Social Security system.
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The evolution of the contemporary EIC is divided into three
distinct phases: Phase I - initial implementation (1975 through
1990), Phase II - expansion into additional, separable components for health care costs and newborn children 6 (1991 through
1993), and Phase III - merger of previously developed separable
EIC-based components and the inclusion of low-income taxpayers without dependents (1994 forward).
Eligibility for the EIC, as modified throughout Phases I and
II, included criterion for dependent (1) relationship, (2) residency, and (3) age limitations. The similarities of these early
requirements to the dependency-based AFDC-FC welfare program has been mentioned previously and is apparent. The Phase
III period resulted in the elimination of qualified dependency
exemption requirements.
Phase I (1975 Through 1990)
The EIC, in its recent historical form, was first made available for the 1975 tax year and only to low-income workers who
maintained a household for dependent children, for whom they
were able to claim an exemption. Designed to reduce the impact
of Social Security taxes and encourage the pursuit of employment by low-income individuals, EI includes wages/salaries (and
related compensation) and net earnings (losses) from self-employment (Schedules C, F, and, potentially, Schedule E income).
This EIC was the first refundable credit. It was treated as a tax
payment and, therefore, subject to refund.
The Tax Reform Act of 1976 provided for a continuation of
the EIC for the 1976 and 1977 tax years, while liberalizing the
requirements for claimants. The Tax Reduction and Simplification Act of 1977 extended the EIC through the 1978 tax year.
Finally, the Revenue Act of 1978 increased the amount of the
EIC and made it a permanent component of the tax law.
The Tax Reform Act of 1986 provided for inflation-indexation of phaseout amounts, maximum adjusted gross income
(AGI) limitations, and the maximum available EIC amount.
(These amounts are adjusted, annually, according to changes in
the Consumer Price Index-based measures between August 31 of
the preceding year and August 31 of the current year). For the
1987 tax year, the EIC phaseout at the 10% rate began at $6,925
($9,000 as indexed for post-1987 tax years) of the greater of EI
or AGI (see Table III). No EIC was available for taxpayers with
6

Taken in lieu of the child and dependent care credit (Form 2441).
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AGIs or EI of $15,432 (or greater) for the 1987 tax year ($17,000
as indexed for post-1987 tax years).
Indexation from 1987 base amounts resulted in increases of
EIC phaseout amounts and EIC-based maximum AGIs of approximately 9%, 4%, 5%, 5%, 5%, and 3% (all rounded) for the
1988, 1989, 1990, 1991, 1992, and 1993 tax years, respectively.
The relationship of EIC phaseout amounts to EIC-based maximum AGIs remained relatively stable throughout this post-1987
through pre-1994 period, with the EIC phaseout amounts approximating 53% of the EIC-based maximum AGIs.

EXHBIT 2
Contemporary EARNED INCOME CREDIT — Phase I
1975 through 1990 (in nominal dollars)
Amount of EARNED INCOME CREDIT
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TABLE 3
Evolution of the Post-1974
EARNED INCOME CREDIT (EIC)
(1975 through 1994 and 1995 & 1996
before Inflation-Adjustment)
Tax
Qualify Credit
Year(s) Dpndnts Rate

PhaseOut
Rate

"Flat" Range
Begin
End

Phase I: Initial Implementation of the Post-1974 EIC
>0
10.00% 10.000% $4,000 $ 4,000
1975-78
>0
10.00% 12.500% $5,000 $ 6,000
1979-84
>0
11.00% 12.222% $5,000 $ 6,500
1985-86
1987
>0
14.00% 10.000% $6,080 $ 6,920
>0
14.00% 10.000% $6,240 $ 9,840
1988
>0
14.00% 10.000% $6,500 $10,240
1989
>0
14.00% 10.000% $6,810 $10,734
1990
Phase II: Supplemental Health Care
1
16.70% 11.930%
1991
2
17.30% 12.360%
4.285%
Health
6.00%
3.570%
Newborn 5.00%
1992
1
17.60% 12.570%
2
18.40% 13.140%
4.285%
Health
6.00%
Newborn 5.00%
3.570%
1
18.50% 13.210%
1993
2
19.50% 13.930%
Health
6.00%
4.285%
Newborn 5.00%
3.570%

Max
EI or
AGI

$ 8,000
$10,000
$11,000
$15,432
$18,576
$19,340
$20,264

Max
EIC

Avg
Rfnd
EIC

$400
$500
$550
$851
$874
$910
$953

$203
$270
$317
$452
$540
$560
$605

and Newborn Components Added
$7,140 $11,250 $21,250 $1,192
$1,235
" "
"
$428
" "
"
$357
" "
"
$7,520 $11,840 $22,370 $1,324
$1,384
" "
"
$451
" "
"
$376
" "
"
$7,750 $12,200 $23,050 $1,434
$1,511
" "
"
$465
" "
"
" "
"
$388

Phase III: Supplemental Components Combined with the Basic Credit
& Inclusion of Low-Income Taxpayers Without Dependents
$5,000
$9,000 $306
1994
0
7.65%
7.650% $4,000
26.30% 15.980% $7,750 $11,000 $23,753 $2,038
1
2
30.00% 17.680% $8,425
$25,300 $2,528
"
$9,378 $319
7.65%
$5,210
7.650% $4,168
1995
0
34.00% 15.980% $6,252 $11,462 $24,764 $2,126
1
$27,090 $3,160
2
36.00% 20.222% $8,779
"
7.65%
$5,429
$9,772 $332
1996
0
7.650% $4,343
34.00% 15.980% $6,515 $11,943 $25,804 $2,215
1
$29,318 $3,659
2
40.00% 21.060% $9,148

A
A
A
A

B
B
B
B
B
B

Note A: $793. Not specified as a separate measure for each EIC component.
Note B: Projected at an annual inflation rate of 4.2% each for 1995 & 1996.
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Exhibit 2 was developed from the information contained in
Table 3 [SOI, 1977-1993] and provides a graphic representation
of the contemporary EIC during the 1975 through 1990 (Phase
I) tax years [SOI, 1977-1992], under the simplifying assumption
that the taxpayer's EI is equivalent to their AGI. For post-1986
tax years, the slope of the phase-in (i.e., credit percentage) of the
EIC increased, and, with the exception of the 1987 tax year, the
flat range, over which the m a x i m u m EIC was available, increased in breadth.
However, it is generally acknowledged that during this period, the "working poor" lost ground with respect to the inflation-indexed value of exemptions. As pointed out by Sommerfeld, et al., p. 56,
. . . (I)n the mid-1970s a family of four began to owe an
income tax only after it earned about 18-20% over (emphasis added) the poverty line. By the mid-1980s, the
same household was required to pay an income tax after earning an income level significantly below (emphasis added) the poverty level. Indexation for inflation and
increases in the earned income credit, the standard deduction, and the personal exemption allowed the working poor to be exempt from income tax until their income exceeded the poverty level. These changes are
expected to keep taxpayers in the same position relative
to the poverty line thereafter by indexing the standard
deduction and exemption amount.
Table 3 summarizes key components of the recent historical
EIC for the entire 19 year, post-1974 period (i.e., 1975 through
1993) under review. The following formulas, as they relate to the
data summarized in Table 3, provide the basis for the calculation of the EIC for all three phases (including the separable/
supplemental health care- and newborn-based EICs, not graphically depicted, but available during the Phase II period of 1991
through 1993), where the EIC is the lesser of (la) or (lb).
( l a ) Credit Rate X Min { EI, Flat Range BEGIN }
( l b ) Maximum EIC [ Phase-Out Rate X ( Max { AGI, E I }
- Flat Range END ) ]
The flat range is that range of EI over which the EIC is
maximized. The beginning of the flat range represents that EI
level where the maximum EIC is first achieved. The end of the
flat range represents the highest possible EI level where the
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maximum EIC can be generated. Beyond this ceiling, the EIC is
reduced at the phase-out rate (see Table 3).
Phase II (1991 Through 1993)
For the 1991 [SOI, 1993] through 1993 tax years, additional,
separable EIC components were made available for supplemental health care/insurance expenses and newborn/young child dependents. Married, surviving spouse, or head of household filing
status (i.e., at least one qualifying child in the household) remained a requirement for qualification for the (1) basic, (2)
supplemental health insurance, and (3) supplemental young
child EICs. A new Form EIC was developed and used during this
period. However, the schedules, rules, and tables associated
with these separate EIC components were very difficult for the
average taxpayer to understand and were eliminated/merged
back to a single basic EIC form for the post-1993 period (i.e.,
Phase III).
Throughout the history of the Federal Insurance Contributions Act-/Self-Employed Contributions Act- (FICA-/SECA-)
based Social Security and (later) Medicare tax, beginning with
the 1937/1951 tax years, the amount to which an employee/employer or self-employed taxpayer was subject had been limited
by a ceiling or "wage base." This wage base was adjusted
through intermittent statutory or (currently) automatic inflation-indexed increases, but remained regressive. The EIC continued to partially or fully offset the regressive effects of Social
Security and Medicare and promote tax progressivity.
Separate, higher wage bases were established for FICA and
SECA Medicare components at 1.45% (each for employer and
employee) and 2.9% (for self-employed taxpayers), respectively,
during the 1991 through 1993 tax years. These increased wage
bases for the medicare components of FICA/SECA coincided
with the establishment and maintenance of separate supplemental health care and newborn EIC components.
Phase III (1994 Forward)
For post-1993 tax years, congruent with the first EIC (1923
through 1931), low-income taxpayers without dependents are
included as potential beneficiaries of the EIC. 7 With the post7

The EIC was originally denied to persons without children to avoid benefits
to (1) students, (2) retired persons (to avoid duplication of the benefits already
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1993 move toward a broader definition of the "working poor,"
initially established EIC phase-in percentages equal related
phase-out percentages for low-income taxpayers without dependents, and are equivalent to the rates used for FICA employer
and employee contributions at 7.65% each (see Table 3).

EXHIBIT 3
Contemporary EARNED INCOME CREDIT —
Phases II & III
1991 through 1994 and 1995 & 1996 Projected*
Credit Rates (Phase-In Percentages) & Flat Ranges*
Earned Income Level
$13,000
$12,000
$11,000
$10,000
$9,000
$8,000
$7,000
$6,000
$5,000
$4,000
$3,000
91-1 91-2

92-1

92-2 93-1 93-2 94-0 94-1

94-2

95-0 95-1 95-2 96-0

-1 96-2

Tax Year — Min. Req'd No. of Qualified Dependents
*1995 & 1996 Projections at 4.2% Annual Inflation Rates.

provided by the credit for the elderly (Schedule R)), and (3) part-time workers
with small amounts of EI.
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Exhibit 3 illustrates the recent historical trend for the credit
rates and flat ranges associated with post-1990 (i.e., Phases II
and III) EICs. The generally upward "creeping" (or inflationindexed) movement of these flat ranges is apparent throughout
the period.
The higher wage bases established for the Medicare component (i.e., 1.45% and 2.9% for employer/employee and self-employed taxpayers, respectively) for the 1991 through 1993 (Phase
II) period have been completely eliminated for post-1993 tax
years, creating a "flat" or proportional tax for this (previously
regressive) component of FICA/SECA. The elimination of this
ceiling coincides with the establishment of the no dependent
EIC inclusion for post-1993 tax years (see Exhibit 3).
CONTEMPORARY ISSUES
The difficulties associated with the distinction between
earned and unearned income in the establishment of the first
EIC (1923 through 1931) were considered, addressed, and circumvented by making the credit available to all taxpayers and
based on both earned and unearned income. These complications were not avoided under the more contemporary, post-1974
EIC, which attempts to create a distinction between earned and
unearned income. As a result, problems, other than those encountered in the early 1920s, have evolved.
First, in providing for the separate treatment of earned and
unearned income, the post-1974 EIC has included both wages
and self-employment income. Such amounts are often subject to
manipulation, and, as O'Neil and Nelsestuen (1994) have determined, a significant portion of EIC benefits may be providing
assistance to middle-class or even very wealthy taxpayers. 8 Similar conclusions were drawn by Cataldo (1994) in his review of
the projected trends and increased phase-in credit percentages
associated with the broader, post-1993 EIC-based flat ranges.
For example, wealthy taxpayers, already involved in taxminimizing strategies and in control of closely held corporations, might legitimately provide/manipulate the cost of their
own services (i.e., salaries) to EI levels falling within their respective flat ranges, in efforts to maximize potentially refund8

O'Neil and Nelsestuen [1994] proposed implementation of a "cliff-based"
wealth restriction measure, where the taxpayer's taxable and non-taxable interest income and taxable dividend income might be used, in aggregate form, as a
proxy for wealth and a means test for EIC benefits elimination.
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able EICs. Similarly, middle- (and high-) income, self-employed
taxpayers in the process of start-up or expansion, might manipulate income/expense items and even make post-year-end elecTABLE4
Selected Descriptive Statistics from 1989 SOI Returns
Taxpayers Benefitting from the EIC
Count (N) for Amounts > $910
AGI Class

N

Int

Div's

AGIs Below One Dollar ($1):
140
77
AGI<$1
38
PCT TTLS 2% 23%
36%

Sch E Sch C/F
19
13%

75
8%

EIC
PALs AMT Mean Std Dev
37
54
50% 77%

$496

$293

$113
$227
$341
$467
$604
$725
$839
$860
$880
$883
$852
$761
$675
$565
$477
$380
$274
$179
$86
$18

$123
$115
$88
$97
$105
$130
$147
$142
$122
$113
$110
$97
$56
$85
$55
$44
$55
$35
$30
$9

For All Returns (N=140; N=280 for Sch C/F) in AGI<$1 Class
Min
$0
$0
$(7)M $(421)K
Mean
$90K
$7K $(369)K
$(6)K
Max
$1.9M $334K
$507K $102K
Std Dev
$261K
$35K
$1M
$43K
AGIs Above Zero ($0):
0
AGI<$1K
75
0
AGI<$2K
131
5
AGI<$3K
159
5
AGI<$4K
207
6
AGI<$5K
225
9
AGI<$6K
249
10
AGI<$7K
303
12
AGI<$8K
323
10
AGI<$9K
329
AGI<$10K 323
11
17
AGI<$11K 380
20
AGI<$12K 374
19
AGI<$13K 371
24
AGI<$14K 364
13
AGI<$15K 383
21
AGI<$16K 339
24
AGI<$17K 359
22
AGI<$18K 322
26
AGI<$19K 347
6
AGI<$20K
93

0
0
0
1
0
4
2
3
3
4
8
4
5
7
4
3
4
7
8
2

0
1
1
4
2
5
6
6
8
5
9
10
7
8
7
11
14
8
13
4

1
20
18
28
42
32
57
52
64
60
69
62
53
56
58
54
60
47
52
14

0
2
2
2
1
0
3
6
2
1
4
5
3
2
3
6
6
2
2
1

0
1
1
0
1
1
0
0
2
0
1
0
1
1
0
0
2
0
0
0

337
6%

107
2%

148
3%

974
17%

107
2%

48
1%

TTLS
PCT N
Notes:

5,796
100%

At AGI levels > $19,340, the EIC was unavailable (see "Max EI or AGI"
column of Table 3).
M = Millions.
K = Thousands.
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tions (like the IRC 179 expense election) to maximize refundable
EICs.
Table 4 summarizes selected descriptive statistics for all returns qualifying for the EIC for the 1989 tax year. It was developed from the 1989 SOI Public Use File [SOI, 1992]. The maxim u m available EIC for the 1989 tax year was $910 (see Table 3),
therefore, this amount was selected as the appropriate breakpoint for developing the number of returns with taxable interest
income (Int), dividends (Div's), Schedule E rent and royalty income (Sch E), and self-employment earnings from Schedules C
and F (Sch C/F). Also provided are the frequencies of taxpayers
with passive activity losses (PALs) and the alternative m i n i m u m
tax (AMT), both of which are typically associated with middleto high-income taxpayers. These amounts are summarized separately, by AGI class, and illustrate the underlying rationale for
the EIC wealth restriction-based limitations advanced by O'Neil
and Nelsestuen (1994) and the ever-increasing tax planning opportunities for EIC-maximization, in the absence of such wealth
restrictions, described by Cataldo (1994).
Of particular interest are the mean EICs available to highincome taxpayers in the zero or negative AGI class. Generally,
these are high-income taxpayers. These taxpayers are receiving
EICs in average amounts in excess of those available to taxpayers below (above) the $4,000 ($14,000) AGI classes.
Many of these high-income taxpayers, no doubt engaged in
non-EIC-related tax planning efforts, are, by chance or design,
earning additional after-tax, EIC-based returns of between 9%
and 14% (i.e., $910 divided by the $6,500 through $10,240 flat
r a n g e (1989), respectively) on potentially m a n i p u l a t e d EI
amounts.
Second, participation rates-based studies indicate t h a t
many (i.e., 14% to 25%) taxpayers, not otherwise required to file
an income tax return, but qualifying for the EIC, may not be
aware of the EIC-based benefits foregone through their failure
to file an income tax return [Scholz, 1994]. Furthermore, "...almost none of the recipients obtain the benefits incrementally
during the course of the year." The result is the " . . . almost total
ineffectiveness of the advance payment option..." [Yin and
Forman, 1993, pp. 951 & 953].
The failure to achieve very high AEIC participation rates,
through public awareness of its availability, defers any progress
(and administrative cost reductions) associated with the elimination of alternative welfare delivery systems. Though the Interhttps://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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nal Revenue Service has expanded efforts to publicize the EIC
program, they tend not to promote the AEIC option to minimize
noncompliance [Yin and Forman, pp. 954-956]. 9
Third, "(s)elf-employed individuals might declare work
when none had taken place in order to receive a higher value of
credit" [Steuerle, 1993]. Generally, this argument is consistent
with the overall trend of increasing EIC credit rate(s) (see Table
3), and their potential to exceed the combined federal and (net)
self-employment tax rate. RRA93 aggravates this problem.
For example, taxpayers, with two dependent children for
the 1996 tax year, might generate an EIC of 40%, while subject
to a marginal federal income tax rate of only 15% (or even 0%)
plus the self-employment tax rate of less than 15.3% (after adjustments), for a net "profit" of 10% (i.e., 40% minus approximately 30%) (see Table 3).
F u r t h e r m o r e , separate and apart from self-employment
earnings over-reporting, " . . . nearly one in three of those receiving the credit in 1990 was ineligible" [Kirchheimer, 1993].
Again, the incentive for false reporting evolves from the fact that
the EIC benefits or phase-in credit rate frequently exceeds the
taxpayer's marginal tax rate (see Table 3). Additional overpayments arise from income variability, multiple employers, and
those cases where both married taxpayers work and elect the
AEIC option [Holt, 1994, pp. 760-762].
Finally, the politically popular "workfare" or work incentive
feature of the EIC is questionable. Moore [1993, p. 106] reminds
us that
(f)or people already working, the EITC will increase
their overall income level in each and every range. Conventional analysis and a wide range of studies indicate
the "income effect" alone tends to discourage work,
since a family can attain any particular level of income
with less work than in the absence of the EITC payment.
(T)he "substitution" effect of the EITC varies with each
of the ranges. In the phase-in range, it encourages
9
Yin and Forman [1993, p. 954], noting the findings of a U.S. General
Accounting Office report [GAO/GGD-92-132, 1992], explain that the IRS, in an
effort to increase full compliance with the EIC, awarded the credit to 600,000
taxpayers for the 1991 tax year. These taxpayers failed to claim, but appeared to
qualify for the credit. The IRS subsequently found that 270,000 (45%) of the
awards were incorrect.
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work, because the reward for an additional hour of
work has increased. In the (flat) range, the substitution
effect does not come into play because the credit remains at the maximum level as income is increased.
Finally, in the phase-out range, the substitution effect
provides a disincentive (emphasis added) to work,
since the worker now finds that the EITC is reduced as
income increases. Thus, the worker's effective wage has
been reduced.
In the (flat) range, only the income effect applies, and
tends to discourage work.
The ever-increasing flat range (see Exhibits 2 and 3) results
only in the "income effect," and work efforts may be discouraged once achieved/surpassed. The phase-out range provides for
a work disincentive. The family is richer as a result of the EIC,
and additional work is less rewarding [Moore, 1993, p. 106].
These effects exacerbate the effective marginal tax rates of EIC
recipients to a minimum of 34.5% (i.e., the phase-out rate of
19.5% plus the marginal tax rate 15% for the 1993 tax year).
SUMMARY
The EIC phase-in rates have increased from 10%, for the
1975 through 1978 period, to a planned rate of as m u c h as 40%
for the 1996 tax year. Like the first EIC, established in the early
1920s, the post-RRA93 EIC is now available to taxpayers without dependents. Unlike the first EIC, expansion of the post-1974
EIC has taken the form of a "workfare"-based variation of guaranteed income or negative income tax. Increases in coverage
and phase-in credit percentages have taken place prior to the
resolution of problems with compliance and delivery, preventing
the EIC from replacing alternative welfare systems.
Without a wealth-based restriction, the EIC cannot progress
to replace traditional welfare systems possessing such features.
The higher, post-RRA93 EIC benefits and/or phase-in credit
rates may provide unintended beneficiaries with ever-increasing
economic incentives for the "positioning" of their earned income
within broadening flat ranges. Retaining the politically popular
"work incentive" feature of the EIC, which is incompatible with
existing welfare systems, is the very vehicle through which such
manipulation becomes possible.
Those responsible for the first EIC (1923-1931) were concerned with the infeasibility of successfully separating earned
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and unearned income components. They anticipated and completely avoided this latter issue, appearing to have left us with a
historical lesson unlearned.10 And this politically popular "work
incentive" feature may not even be supported by empirical evidence when substitution and income effects are considered.
If these issues remain unresolved, the next logical step in
the evolution of the EIC may remain the elimination of the
"work incentive" component. However, while elimination of the
need for any distinction between earned and unearned income
would resolve problems associated with EIC-maximizing tax
planning and provide for the elimination of concurrent transfer
payment systems, a wealth-based means-test would still be necessary.
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Abstract: A growing literature points to a crisis of confidence in the
accounting profession and a lack of commitment by its members to
the professional ideology. In this paper the approach developed by
MacIntyre is used to place professional ideology in an historical context. The paper argues that the tension and strain in the profession
can be related to the changing character of both the contemporary
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INTRODUCTION
Professional activity has been the subject of public scrutiny
in recent years as many professions have been criticised for
their failure to live up to society's expectations which require
them to play an important part in the smooth functioning of
modern society. For example, Schon [1983, p. 4] states:
. . . not only have we witnessed well publicized scandals
in which highly esteemed professionals have misused
their autonomy — where doctors and lawyers for example have used their position illegitimately for private
gain — but we also encounter visible failures of professional action.
The failures of professional action have resulted in a loss of
society's confidence in many professions leading to a crisis situation. Symptoms of a crisis in the professions have been increasingly visible since the 1950s. Studies carried out on many professions have highlighted such symptoms. E r o n [1955, pp.
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559-66] found that medical students became more cynical about
their profession as they progressed through professional education. Bloom [1963, pp. 81-83] and Harris [1964, pp. 95-107]
indicated that many medical students entered the profession
with the primary goal of making money and acquiring prestige
rather than that of offering service. Millerson [1964, pp. 171-75]
and Arthurs [1970, pp. 236-67] found a vast difference between
the rates of ethical violations and the rates of prosecution in a
wide variety of professions. More recently, the accounting profession has partly been blamed for the recent Savings and Loan
Industry scandal in the United States because the auditors failed
to report lax controls in lending operations, and to identify nonperforming loans [Briloff, 1990, pp. 10-21]. In the United Kingdom the collapse of such companies as Polly Peck, Coloroll and
Sound Diffusion which had received a 'true and fair' audit report prior to the collapse has placed new pressures on the profession. This has led to public calls for external regulation of
professional activity [Mitchell et al, 1991, pp. 1-32], and appeals
to the courts for recourse against professional incompetence
which has caused a steady loss of professional autonomy.
A profession is like a community within a c o m m u n i t y
[Goode, 1957, p. 195]. The inability of a profession to inculcate
professional values and to discipline m e m b e r s for deviant
behaviour indicates intra-community tension and strain (conflicts and resistance among members within a community)
whereas the erosion of trust in a profession indicates intercommunity tension and strain [conflicts between the professional communities and the larger community in which they
exist]. Intra-community tension and strain within the accounting profession has been explained in relation to the practising
environment of accountants [Montagna, 1974]. Zeff [1988, p.
21] also states "As far as I have been able to determine no accounting body anywhere in the world has expelled a member for
flouting an approved accounting standard". Neu [1991, pp. 295313] and Allen [1991, pp. 51-67] argue that formal prosecution
under professional ethical codes serves mainly for public visibility because of the low rate of prosecution and lenient treatment.
There is also evidence in the accounting literature that suggests
the existence of inter-community tension and strain. Parker
[1987, pp. 122-40] in an analysis of ethical pronouncements by
the accounting profession in Australia, found a significant number of pronouncements focused upon protecting the profession
rather than society. Armstrong [1987, pp. 27-45] found that achttps://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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countants scored lower on a test of moral maturity than means
published in the psychology literature for others with comparable educational levels. The lack of confidence in the services
provided by accountants is also an indication of inter-community tension and strain.
Professional activity over the years has been characterised
by two features. On the one hand, the professions have continued to experience tension and strain, and on the other hand,
they have continued to emphasise the necessity and universality
of the traditional professional ideology, whilst modifying it
sometimes [O'Leary and Boland, 1987, pp. 103-21]. Professional
ideology with its associated ethical conduct through selflessness
and trustworthiness has been highlighted in claiming professional autonomy. Shils [1968, p. 67] in his review of the concept
and function of ideology states that "every ideology — however
great the originality of its creators — arises in the midst of an
ongoing culture". He further points out that "ideologies are responses to insufficient regard for some particular element in the
dominant outlook and are attempts to place that neglected element in a more central position and to bring it into fulfilment"
[p.67]. Accordingly, any ideology prevailing within a community
cannot be fully understood in isolation of the conditions and
ideas in society. This is highlighted in MacIntyre's work on the
crisis faced by the Christian ideology [MacIntyre, 1971, pp. 1226] and ethics [MacIntyre, 1984], where he contrasts the historical and social sources of current ideology with contemporary
social conditions to show the vacuous nature of the ideology.
MacIntyre [1971, pp. 5-11] argues that the tendency to confer
necessity and universality on ideology whilst experiencing a
high level of tension and strain is due to lack of attention paid to
its historical and social sources. Commenting on the appearance
of Christian ideology in contemporary society, MacIntyre [1971,
p. 7] states:
. . . it is important to stress that it is not just the character of Christianity or just the character of contemporary
society, but rather the coincidence of certain features of
these two changing characters that has rendered Christianity ideologically vacuous. The attempt to maintain
the values and the credibility of Christianity in the intellectual and moral climate of, for example, contemporary Britain has led to a vacuity.
MacIntyre [1984, pp. 30-55] in a comprehensive critique of
eighteenth and nineteenth century philosophers' [e.g., Hume,
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Kant and Smith] efforts to derive an ethical doctrine through
reasoning from premises concerning h u m a n nature, highlights,
an ineradicable discrepancy between their shared conception of moral rules and precepts on the one hand
and what was shared despite m u c h larger divergences
— in their conception of h u m a n nature on the other.
Both conceptions have a history and their relationship
can only be made intelligible in the light of that history
[MacIntyre, 1984, p. 52].
The conception of moral rules and precepts of eighteenth
a n d n i n e t e e n t h c e n t u r y p h i l o s o p h e r s was b a s e d on t h e i r
christian past which was formulated from a "comprehension of
man's true end" and the conception of h u m a n nature was based
on "man-as-he-happens-to-be" [MacIntyre, 1984, pp. 53-54].
MacIntyre's [1984] ideas have been used to explain accounting phenomena [e.g. Francis, 1990 and Nelson, 1993]. Francis
[1990, pp. 4-17] laments the dominance of external rewards and
the decline of virtues in accounting practice. Nelson [1993, pp.
207-29] argues that accounting in modern times has been reduced to representation and control, which could lead to the
degeneration of accounting into a mere technology.
The paper proposes to analyze the tension and strain experienced by the accounting profession. Adopting MacIntyre's approach which highlights the importance of historical and social
sources in understanding any ideology prevailing within a community, the paper takes the view that this phenomenon is related to problems associated with traditional professional ideology which is characterized by "public interest". Whilst Mac-ntyre's views are applicable to other aspects of accounting and
the accounting profession [see for example Francis, 1990, and
Nelson, 1993], they have been integrated into the discussion
only to the extent necessary to achieve the purpose of this paper.
The paper identifies the factors that contributed to the development of the traditional professional ideology in an attempt to
explain how the changing character of the profession in conjunction with changing character of society has contributed to
tension and strain in the accounting profession. 1 The paper argues that the coincidence of the changing features of both the
accounting profession and contemporary society has rendered
1

The importance of studying accounting thought or in this case professional
ideology in the historical, social and institutional contexts has also been
emphasised by Previts et al (1990) in what they term interpretive historiography.
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the traditional professional ideology irrelevant to a considerable
extent, a condition that was not present in the formative years of
the profession.
The rest of the paper is organized into four sections. The
first section consists of a brief discussion on professional ideology, the feudal environment in which the concept of professional ideology emerged and the influence of the church in its
development. The second section considers the changing social
and political environment, and the resulting secularization of
the modern professions and modifications introduced to the
professional ideology in later years. The third section analyses
the development of tension and strain within the professions,
and uses the analysis to explain the situation that exists in the
accounting profession at the present time leading to some concluding remarks in the final section.
THE HISTORICAL CONTEXT
OF PROFESSIONAL IDEOLOGY
The concept of ideology has been defined in the literature in
a n u m b e r of different ways. It has been used in reference to
"ideas", "beliefs", "doctrines", "theories", "values" and "myths"
[Carlsnaes, 1981, pp. 1-5]. The Concise Oxford Dictionary defines it as "manner of thinking characteristic of a class or individual, ideas at the basis of some economic or political theory".
In more recent times professional ideology has been referred to
in the sense highlighted by Marx [Johnson, 1972; Larson, 1977,
p. xviii]. Marx used the term for "distorted or selected ideas in
defense of the status quo" [Cited in Johnson, 1968, p. 76.].
In this paper, the term professional ideology refers to the
ideas underlying what a profession is, as identified by sociologists working within the trait and functionalist approaches [e.g.
Greenwood, 1957, pp. 45-55; Millerson, 1964, p. 5; Barber, 1963,
p. 672; Goode, 1960, pp. 902-14; Parsons, 1949, pp. 34-49].
These ideas include "public interest", "rationality" in the development of a body of knowledge, "universalism" in application,
"functional specificity" and "autonomy" in practice.
The feudal

environment

Carr-Saunders and Wilson [1933, p. 289] trace the beginning of professions to the eleventh century during which the
great movement towards association began to sweep like a wave
over the cities of Europe. Whilst the guilds exhibited certain
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characteristics of professions, e.g., division of labour, there is
evidence to suggest that the ideology exhibited by the professions today originated in the church [Carr-Saunders and Wilson,
1933, p. 290], with divinity as the earliest profession. The church
had a significant influence on the development of the concepts
of "profession" and "professional ideology".
The eleventh century saw the maturity of the middle ages
[also known as the feudal or medieval period]. The middle ages
was the outcome of a violent and disorderly period: "Feudalism
was born in the midst of an infinitely troubled epoch, and in
some measure it was the child of those troubles themselves"
[Bloch, 1961, p. 3]. The violence in Europe, a result of invasion
from the south by Muslims, from the east by Hungarians and
north by Scandinavians contributed to the collapse of the Rom a n Empire and the breakdown of control in many monarchies.
Land and people were divided and controlled by manorial lords
and barons. The insecurity was due not only to external aggression but also to internal unrest partly caused by economic conditions, customary law, and manners of the time. As Bloch
[1961, p. 411] explains,
. . . at a time when trade was scarce and difficult, what
surer means of becoming rich than plunder or oppression . . . the principle of customary law in the long r u n
resulted in the legalization of almost every ursurption,
and the firmly rooted tradition which recognised the
right, or even made it the duty, of the individual or the
small group to execute justice on its own account.
The concepts cherished in society were aimed at bringing
about social order. The duty of the individuals in medieval society was to live according to their station and to perform their
traditional tasks. This is indicative of the concept of freedom
that existed in feudal society. The Christian view was that all
people by sin have lost the dignity of freedom and have made
themselves, in varying degrees, slaves of their passions; the way
to freedom then lies through a new subjection, the humiliation
of self negation [Southern, 1953, p. 101]. This view is reflected
in a letter written by St. Anselm, one of the most influential
medieval philosophers, to a monk who proposed to make a journey to his native land in order to save his sister from a state of
serfdom:
What concern is it of monks — men who have resolved
to flee the world — what does it matter to them, who
serves whom in the world, or under what name? Is not
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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every m a n born to labour as a bird to flight? Does not
almost every m a n serve under the name of lord or serf?
[quoted in Southern, 1953, p. 102]
Southern [1953, p. 107] also observed that when serfdom
was feared or resented, it was not the subordination but its
arbitrariness that caused concern. In medieval society the emphasis was on obligations and dependence, not on rights. Bloch
[1961, p. 145] explains:
To be the "man" of another man: in the vocabulary of
feudalism, no combination of words was more widely
used or m o r e comprehensive in m e a n i n g . In b o t h
Romanic and Germanic tongues it was used to express
personal dependence per se and applied to persons of
all social classes regardless of the precise legal nature of
the bond . . . the emphasis was on the fundamental element in common, the subordination of one individual
to another.
This concept also extended to the family, Powers [1924, pp.
104-36] writes of the book, the Menagier de Paris wrote, which
was meant to provide instructions for his young wife on her
duties. She also writes of the obligations of the peasant Bodo to
his master. The ties of blood relationship were also very strong
during the period as pointed out by Bloch [1961, p. 124]: "The
general assumption seems to have been that there was no real
friendship save between persons united by blood". These ties
also extended to economics, because even though individual
possession was recognised the main emphasis was on community goods.
In summary the middle ages with its feudalism was an outcome of a violent and unstable period leading to a society in
which the concept of rights was non-existent, and a society
which was willing to give anything for stability. It was also an
unequal society but not an hierarchical one because there was
too much uncertainty to develop a stable social classification. It
was a society which had far-reaching restrictions on social intercourse to bring about social order.
The manorial lords did not have consistent laws nor did
they make great attempts to maintain order. Due to these conditions the medieval person's passionate desire was for unity and
certainty. Coulton [1946, p. 21] states, " . . . t h e mainspring of
power was men's passionate desire after unity; after any escape
from mere anarchy". Under these circumstances, he argues, the
well organized and bureaucratic church was able to provide the
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stability that no other institution was able to provide [Coulton,
1946, p. 125]. The church also had a better image, for example,
"The watchwords of the state were oppression, coercion and
persecution, the maxims of the church were love, compassion
and consolation" [Rostozef quoted in Coulton, 1946, p. 15]. The
church took on the responsibility for education and poor relief.
Although the church imposed on society the same rigid and
undemocratic structure that it practised itself people were content because of its contribution towards establishing a sense of
stability.
The arbitration of the Pope in many conflicts further enhanced his stature, and the stability he provided enabled the
flourishing of philosophy, arts and education within the church.
The growth of these disciplines in turn raised the profile of the
church. Coulton [1946, p. 18] argues the church was one of the
constructive things which emerged from the welter of anarchy.
The Church and Professional

Ideology

Most of the valued attributes of a profession, e.g., a body of
knowledge, a set of values based on the concept of a "calling" in
public service, a code of ethics, education and training were
developed by the clergy in a feudal environment. The church
had a theoretical body of knowledge which was based on the
Bible. The concept of knowledge and means of acquiring knowledge in medieval times can be summed up by the Latin phrase
'Credo ut intelligam' — "I believe in order to u n d e r s t a n d "
[quoted in Copleston, 1961, p. 11]. This can be related to the
Christian belief that not only people search for wisdom, but
wisdom also searches for people [Fremantle, 1954, pp. 48-51].
St. Augustine, an eminent medieval philosopher, argued that
necessary and immutable truths depend on the eternal ground,
namely God. He also argued that this truth was perceived by
people through 'divine illumination'.
The argument that truth was perceived by people through
'divine illumination' provided the church with a monopoly over
knowledge. All intellectual disciplines during this period were
adjuncts of theology, "the queen of the sciences" [Ergang, 1967,
p. 14]. Medieval intellectuals were mainly concerned with the
relationship of reason to faith and vice versa, the relation of God
to the world, and the nature of h u m a n beings and immortality.
The church's code of ethics was based on the Bible. The
Christian claim was that this code of ethics was derived from a
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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doctrine of "natural law" [Barclay, 1978, pp. 125-26]. It was
claimed that Christian ethics was firstly "natural" to m a n [or
corresponds to man's true nature], and secondly it can be shown
to be so by a process of natural reason. Later on the doctrine of
"natural law" was replaced by creation ethics in justifying Christian ethics. "Creation ethics starts with God and his will for
living in his creation" [Barclay, 1978, p. 129]. It is asserted that
to break these commandments is to offend against a created
order [Barclay, 1978, pp. 129-33]. This assertion reflects on
Coulton's [1946, p. 21] earlier point that the major deficiency in
medieval society was order. Further evidence suggesting the influence of the lack of order within the community at the time on
the development of Christian ethics is also provided by Meeks
[1986].
The concept of public interest or altruistic service motive
also developed in a feudal environment, an environment in
which obligation was emphasized, independence was unknown
and justice was arbitrary. The church had a very clear concept
of what was in public interest (even if some might feel that it is a
misplaced belief), that is saving "man" from "his" sins. Berlant
[1975, pp. 25-42] argues that there is always a certain degree of
imperfect internalization of morals by professionals and this
could lead to misplaced trust. In a relationship of dependence
and trust there is always an opportunity for exploitation, but in
a society based on obligation, dependence and arbitrary justice,
public interest and ethics became a very important form of regulation, social control and protection for the common person, in
the absence of external control. The client or public had no
recourse to justice when exploited by the clergy other than to
complain to the clergy since "Papal policy was so consistent, in
comparison with that of the lay rulers, that the balance tended
more and more in favour of the church" [Coulton, 1946, p. 125].
The greatest crime was heresy or infidelity to the church. In
many cases the church also assumed the task of enforcing the
laws [Ergang, 1967, p. 13]. Furthermore, the church encouraged
the strongly personal type of social relation and self-discipline
rather than external control [Parsons, 1968, pp. 640-77].
In an environment where self-discipline was looked on with
admiration and the church played the roles of executive, legislature and judiciary in society, professional autonomy or the autonomy of the church was not questioned. The church had an
elaborate mechanism to ensure that its members worked in public interest. Training was rigorous and long, in which negation
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of self interest was an important part. The church also put in
place various other controls as elaborated by Powers [1924, p.
76]:
In the middle ages the nunneries of England and a
great many of the monasteries, used to be visited at
intervals by the Bishop of their diocese in order to see
whether they were behaving properly. It was rather like
the periodical visitation of a school by one of His
Majesty's inspectors, only what happened was very different. When His Majesty's inspector comes he does not
sit in state in the hall, and call all of the inmates in
front of him one after another, from the headmistress
to the smallest child in the first form, and invite them
to say in what way they think the school is not being
properly run, and what complaints they have to make
against their mistress and which girl habitually breaks
the rules — all breathed softly and privately into his
ear, with no one to overhear them. But when a Bishop
came to visit a nunnery, that is precisely what happened.
The church made a great effort to ensure that priests received proper education and training. The importance of education was recognised by the medieval church leaders. For example, Archbishop Pecham in 1287 issued a statute in council
which begins:
The ignorance of priest casteth the people into the ditch
of error; and the folly or the unlearning of the clergy,
who come bidden to instruct the faithful in the catholic
faith, doth sometimes tend rather to error than sound
doctrine" [Quoted in Coulton, 1946, p. 145].
The concern for education greatly raised the stature and influence of the church because the nobility sent their children to the
church for education. Rashdall [1895, p. 697] states,
N e a r l y all t h e civil s e r v a n t s of t h e C r o w n , t h e
diplomatists, the secretaries or advisers of the great
nobles, the physicians, the architects, at one time the
secular lawyers, all through the Middle Ages the then
large tribe of ecclesiastical lawyers, were ecclesiastics
. . . the average student at Oxford or Paris — however
little he might be looking forward to priestly duties as
the real work of his life — generally contemplated holy
orders as his eventual destination.
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The monopoly over knowledge and education by the church
is also reflected in the development of accounting as evidenced
by the earliest systematic exposition of the double entry system
which was produced by a monk [Luca Pacioli]. The clergy acted
as both "interpreters of the ideas of the great and as the depositaries of political traditions" [Bloch, 1961, p. 80]. In fact
the whole area of education was exclusively under the control of
the church until the mid 17th century [Coulton, 1946, pp. 385411].
SECULARIZATION OF THE PROFESSIONS AND THE
EMERGENCE OF ACCOUNTING AS A PROFESSION
The greatest contribution of the church to the middle ages
also led to the demise of its influence. The social order and
stability the church contributed to, enabled the flourishing of
commerce and industry as well as the development of a secular
spirit in society. Dirks [1954, p. 169] describes the situation as
follows:
Despite the many centuries that the generation of men
had professed the faith, despite the length of time their
'religion' in the narrower sense had been Christian and
Catholic, their thinking and their everyday actions were
beginning to become emancipated.
The middle class gave expression to the growing secularist
spirit by trying to extract more pleasure and greater enjoyment
from "this" life [Ergang, 1967, p. 32-34]. The rising merchant
and banking class asserted their desire to divorce the sphere of
economic affairs from religious life, to be governed by its own
principles usually based on Roman law. This class also allied
with rulers of national states in their struggle with feudal barons
and later with the church.
The secular spirit also asserted itself in intellectual circles.
Doubts about the unity of ethics and knowledge were raised.
William of Ockham reversed the traditional method of inquiry
[followed by St. Augustine to St. Thomas Aquinas] from asking
how the individual derives from a universal nature, to explain
how in a universe of individuals the intellect comes to conceptions that are not individual. For Ockham, knowledge of existence alone constituted evident knowledge and since all existence
was individual, individual existence was the source of all proper
knowledge. This assertion of Ockham did not only have great
implication for the development of knowledge but also social
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structure. Ockham however made all attempts to retain God in
his scheme of philosophy when he says,
God can do some things by his ordained power and
some by his absolute power. This distinction is not to
be taken to mean that there are really two powers in
god, because god's power is the same in God as outside
him [quoted in Leff, 1976, p. 33].
The secular spirit demolished the traditional concept of obligation and freedom. For example, Hobbes in the Leviathan
[1985, pp. 190-91] pointed out that freedom is the right to any
course of action to satisfy one's desires. Hobbes argued that
reason is essentially a servant of the passions, and is the faculty
of devising ways and means to secure what one desires. He felt
that people introduced restraints upon themselves to prevent the
miserable condition of perpetual war in a commonwealth, and
they were only obliged to follow those laws. Philosophers following Ockham also sought to separate ethics from the Bible and
base it on some conception of h u m a n nature (Hobbes and
Spinoza) or feelings (Hume) or sympathy (Smith) [Feldman,
1978].
The secular spirit also led to the reintroduction of Greek
science into the west. The works of Aristotle stimulated a wider
interest in the natural sciences. The popular reception by intellectuals of the works of Copernicus and Vesalius, and the
growth of nation states placed pressure on established professions, such as the medical and legal profession, to break away
from the church. This was not an easy task, as pointed out by
Underhill [1992, pp. 322-49], in the medical profession the elite
physicians resisted it strongly while the general practitioners
adopted it faster in their effort to gain greater status and prestige. The break-up of the medieval corporations and the increase
of private wealth also meant that a professional could earn an
income other than through the holding of the ecclesiastical benefice, and new professions based upon intellectual techniques
developed along with the progress of science [Carr-Saunders
and Wilson, 1933, pp. 294-97].
In the secularization process the medical and legal professions did not discard all their old values, instead they modified
the old ideology and incorporated new ones. Larson [1977, p. 5]
states:
The modern model of professions undoubtedly incorporates pre-industrial criteria of status and pre-industrial
ideological orientations. Any concrete historical prohttps://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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cess, such as the first phase of modern professionalization, inextricably binds together elements which analytically, pertain to different and even antithetic structural complexes . . . . Their product however was an
innovation — if nothing else, because it reorganised
and transferred into a new social world parts and patterns of the old.
The effort to retain the old ideology can be understood in
the contexts of the intellectual climate of the time. Leading intellectuals of the time, e.g., Tawney, Durkheim and Peirce whilst in
favour of secularization had a deep-felt revulsion against capitalist values and saw the old values in professional groups as an
alternative to capitalist values [Haskell, 1984, p. 184].
The secularized professions sought to retain the traits, e.g.,
a code of ethics, knowledge base, education and working in
public interest but made major changes to the contents of these
traits. The knowledge base was built on methods of acquiring
knowledge developed by the seventeenth century renaissance
philosophers like Bacon and Descartes. Bacon advocated the
empirical, experimental method to the search for knowledge.
Bacon was concerned with inductive logic, that is the rules of
generalization based on observation of particular things and
events [Hampshire, 1956, 19-31]. Descartes advocated the deduction method of mathematics to the search for knowledge.
Descartes argued t h a t "outside m a t h e m a t i c s , all claims to
knowledge seem, when one pauses to reflect, uncertain, unsystematic and unsupported by any common method of proof"
[Hampshire, 1956, p. 60]. The objective was to generate a valid
theory that could provide a solid base for the development of
professional techniques [Schein, 1972, pp. 43-48].
With secularization the professions also quickly allied themselves with the secular rulers of nation states and the middle
class [Larson, 1977, p. 8]. The secular rulers in return for the
support and taking into account their inability to police the professions allowed the professions to retain considerable autonomy which they enjoyed as part of the clergy. The medical
and legal professions in particular retained a code of ethics
based to a large extent on the old code but changed the justification for the code from that of the Bible to one based on h u m a n
nature that was advocated by seventeenth and eighteenth century philosophers like Locke, H u m e and Kant, who attempted to
derive an ethical doctrine through reasoning from premises concerning h u m a n nature.
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Ethical doctrines arrived at through this mode have however been found to be wanting as highlighted in the introduction. According to MacIntyre, the failure of the eighteenth and
nineteenth century philosophers has resulted in the popular
emotivists view of moral utterances [see also Ayer, 1946], as well
as the separation of fact from value. The separation of fact from
value, MacIntyre [1990, p. 216] argues, has contributed to intellectual enquiry becoming "fragmented into a series of independent, specialized, a n d professional activities whose results
could, so it seemed, find no place as parts in any whole". In the
course of secularization the professions also underwent a process of liberalization [Argyris and Schon, 1974, p. 147] and the
organizational structure was made more democratic compared
to that of the church. They became open to a wider range of
participants. The authority of organizational leaders were curtailed, a major deviation from the unquestionable authority of
the Pope.
The industrial revolution saw the rise of technique, a development that was accompanied by an emphasis on specialization
and a proliferation of discrete bodies of professional expertise.
The secularization and the rise of technique changed the view of
the professional from one who professed a faith to a practitioner
of technique who did not admit the need for faith [Argyris and
Schon, 1974]. During the industrial revolution with its prominence given to industry and commerce, accounting became essential for the smooth functioning of society which was increasingly becoming business oriented.
The industrial revolution also supported the rise of the
accounting occupation's characteristic strategy for controlling labour, raising the accountants status within the organization [Armstrong, 1985, pp. 129-148; 1987, pp. 27-45]. The
involvement of accountants in the management and liquidation of bankruptcies also brought the accounting occupation in
close contact with the legal profession providing an extra support for the claim to professional status [Brown, 1905; Kedslie,
1990, p. 1-19]. Although some form of accounting existed long
before the industrial revolution [Chatfield, 1974], the renewed
importance accorded to it during this period provided accountants with the opportunity to claim professional status by emulating the characteristics of the established professions at the
time.
The environment in which accounting emerged as a profession already had well established attributes such as professional
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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autonomy and public interest which were considered essential
in any professional activity.
THE TENSION AND STRAIN
Professional autonomy which is an essential characteristic
of the concept of professional ideology is based on three claims.
First, the work of professionals entails such a high degree of
skill and knowledge that only the fellow professionals can make
accurate assessment of professional performance. Second, professionals are characterized by a high degree of selflessness and
responsibility, that they can be trusted to work conscientiously.
Third, in the rare instance in which individual professionals do
not perform with sufficient skill or conscientiousness, their colleagues may be trusted to undertake the proper regulatory action [Freidson and Rhea, 1965, p. 107-24].
From an historical point of view the environment in which
professions operate has undergone rapid change over the years.
While it is debatable whether the priest required a high degree
of skill and knowledge to perform his duties, there is little doubt
that others were unable to assess the skill and knowledge of the
priest because the church had a monopoly over education and
knowledge. By contrast, although the modern professions also
generally exhibit a high degree of knowledge and skill, there are
institutions external to the professions with the ability to assess
professional performance. In the case of the accounting profession these institutions include the courts, governmental agencies
such as the Securities Exchange Commission [SEC] in the
United States and similar institutions in other countries, and
academics. The pluralization of the accounting standard setting
process is an example of the ability of people outside the profession to define and assess professional performance. For example, in the United States, United Kingdom and Australia the
standard setting and enforcement bodies include members who
are not accountants.
Furthermore, in addition to the general comments made at
the beginning of this paper, there are also questions about the
knowledge base of the accounting profession. Hines [1989, pp.
72-92] points out that an apparent absence of a formal body of
accounting knowledge has been a threat to the accountants'
professionalization quest. She further argues that accounting
knowledge is a residual of a political process, and is reflected in
the arbitrariness of accounting standards, as well as the expansion and diversification of accounting work. In recent times
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even the courts have commented on the quality standards of the
profession [Lochner, 1992, p. 105-108].
Since the medieval period there has also been no universal
agreement on the meaning or m e a s u r e of "public interest"
[Held, 1970]. The problem of defining public interest afflicts
many professions, e.g., the legal profession [Moore, 1991, pp.
763-91]. The absence of any consensus has prompted m a n y
commentators [for instance Schubert, 1960] to describe it as
slippery, value laden and vacuous, and to call for its rejection as
an analytic concept. Dahl and Lindblom [1963, p. 501] argue
that "often a precise examination would show that it can m e a n
nothing more than whatever happens to be the speaker's own
views as to a desirable public policy. In many professions initially this did not cause much concern because their services
were viewed as "objective and value-free" [Morgan, 1988, p. 47].
This however is not the universal image of professionals at the
present time, for example, accountants are seen to play a partisan role [Tinker, 1991] in society.
The church in medieval times played the roles of executive,
legislature and judiciary in society, which in present times
would be considered as "conflict of interest". There was no question of other institutions in society regulating the church since it
was a power unto itself. After secularization and until the twentieth century the state in general was not interested in active
regulation of social and economic life [Philips, 1965]. However,
the situation changed in the twentieth century. When many
other aspects of economic and social life are regulated by the
state [Hurst, 1950] it seems difficult to argue that the professions should be treated differently. Hobbes' [1985] assertion that
reason is a servant of the passions has exposed weaknesses of
self-discipline as a form of regulation and social control, and led
to the development of sophisticated forms of transparent, institutional controls. Ritti et al [1974] found that even the modern
church has problems inculcating new recruits with its traditional belief system, and lawyers cannot relate the ideal basic
product of the legal system, that is the dispensation of justice, to
the far from even-handed judicial system. Previously decisions
on the choice of accounting policy were left to the accountant
and regulation was through peer pressure. Today as in m a n y
other areas of economic activity, regulation is by transparent
institutions external to the profession like the Financial Accounting Standards Board (FASB) and the Securities Exchange
Commission (SEC).
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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The accounting profession like the medieval church plays a
host of conflicting roles, it sets the objectives of financial reporting and auditing, it develops the means to achieving the objectives, it sets the quality standards and enforces them, it also
represents the interests of its members, leading a Council member of the Institute of Chartered Accountants in England and
Wales (ICAEW) to question if the role of the ICAEW was that of
a regulator or trade union [Bruce, 1993, p. 31]. The disappearance of medieval social and institutional conditions has made
the apparent conflict of interest among the many roles played by
the accounting profession very visible. The conflict of interest
among the many roles played by the profession, the absence of a
universal concept of public interest, separation of knowledge
and ethics, and the downgrading of self-discipline as a form of
social control has contributed to the development of inter and
intra community tension in the accounting profession.
The problematic nature of professional ideology and its impact on the professions is evident in the current literature. The
traditional view of professions as "corporate guilds that protected civic morality and social solidarity from the corrosion of
modern egotism" [Metzger, 1987, p. 10] has been replaced by
that of a monopolist exploiting the public for a private gain
[Schon, 1987, p. 4]. Roth [1974, pp. 6-23] argues that sociologists studying the attributes of a profession are decoyed into
becoming apologists for the professionalism ideology. The study
of accounting profession has also shifted from those using a
taxonomic approach [Carey, 1969; Buckley & Buckley, 1974] to
that of identifying the struggle for professional d o m i n a n c e
[Willmott, 1986, pp. 555-80; Walker, 1991, pp. 257-83], and
struggles for territory among professions [Armstrong, 1985;
1987].
i!
CONCLUSION
Following MacIntyre's ideas, this paper attempts to explain
the tension and strain in the accounting profession in terms of
the changing character of professional ideology and society.
Much of the ideology associated with professions has a long
history. Whilst the social and institutional conditions have
changed the professions have maintained the view that the ideology is universal and essential for the continued growth and
development of the profession. For accountants working in contemporary conditions that stress competition, the professional
ideology with concepts of public interest seems empty and
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meaningless. The mismatch between the changing social and
institutional conditions and the continued emphasis on professional ideology would seem to create tension and strain within
many professions including accounting.
Although there have been signs of tension and strain in the
accounting profession for a long time, the situation seems to
have reached a crisis point only recently [Belkaoui, 1991; Zeff,
1987]. As Leff [1976] points out, due to inertia, people seem to
continue with the same attitudes "often long after they have
become intellectually untenable or practically inconsistent" [p.
147]. For many professionals the professional ideology or the
fundamental belief system in their own profession has become
implausible [Ritti et al, 1974] and this has led some to adopt a
cynical attitude towards the belief system and others to criticise
the belief system.
The profession's continued attempts to maintain the current
ideology with its conventional attributes would lead to increased
tension and strain. The analysis in this paper suggests that it is
important for a modern profession to develop an ideology to
which its members as well as society can relate to. Increased
knowledge of the social and institutional conditions which contributed to the development of the present professional ideology
is likely to help the profession in its efforts to cope with the
tension and strain it faces in a constructive manner.
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Abstract: Citations were collected for education articles published
from 1956-1990. The journals selected for the study are International
Journal of Accounting Education and Research (IJAER), Issues in Accounting Education (IAE), Journal of Accountancy (JOA), Journal of
Accounting Education (JOAE), and The Accounting Review (TAR). An
analysis of the data has revealed: (1) the maximum average citation
per paper peaked around 1981-82; (2) the 1976-1985 decade was the
most productive in terms of the number of articles, average number
of pages per article, and the average number of citations per paper;
(3) JOA had the highest average citations per paper; (4) sixty-seven
percent of the twelve most highly cited papers in accounting education were published in TAR; (5) accounting education scholars tend to
cite very recent literature; (6) the immediacy index for the accounting
education literature is approximately the same as that for agency
theory literature; and (7) the content of education articles has
changed from professional development, five year accounting programs, student testing and teaching aids to improving upon methodologies used to conduct education research and the ranking of accounting faculty and accounting concepts.

The objective of this study is to evaluate the historical development of the accounting education literature from 1956-1990.
More specifically, we are concerned with employing citation
analysis to determine the following : (1) the growth from 19561990, (2) the changes in the attributes of the papers themselves
(length and number of citations) that characterize the development from short anecdotal papers to more lengthy research oriented works, (3) the influential researchers involved in the development of the accounting education literature and (4) how the
structure of the literature has changed.
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This study should aid accounting historians in their understanding and evaluation of the extent to which early accounting
education research has contributed to current accounting education research. Accounting historians are also provided with an
understanding of additional attributes of the accounting education literature, e.g., the length and number of papers, the average number of citations per paper, and those factors that cause
a body of literature to move from a state of infancy to that of
maturity.
The remainder of this paper reviews some related literature.
Next, data collection is discussed, followed by an analysis and
explanation of the results. The final section presents some concluding remarks.
LITERATURE REVIEW
In an historical research context, citation and co-citation 1
analysis have been employed to identify attributes of specialized
research areas in the accounting research literature. With regard
to identifying attributes of specialized research areas, Gamble
and O'Doherty [1985a] employed co-citation analysis to m a p the
accounting income smoothing literature. In addition, Gamble, et
ah, [1987] also examined the attributes of the agency theory
literature to determine: (1) the most influential articles in the
accounting agency literature, (2) the structure of the accounting
agency literature and the dynamics of the change of such structure across time and (3) the growth attributes of both citations
and papers over a twelve year time period (1972-1984). Bricker
[1988] investigated knowledge preservation in accounting research via an examination of 428 published accounting articles
and their citations. The study showed that accounting scholars
tend to cite very recent literature. Thus, earlier accounting
knowledge may become lost to future generations of accounting
scholars. Finally, Bricker [1989] investigated the structure of
accounting research by: (1) inferring a structure of accounting
research by employing an extension of co-citation clustering (a
1
Co-citation analysis identifies the links between research studies across
time by calculating the frequency with which a particular pair of papers has
been jointly cited by a source document. By analyzing the set of papers that have
common pair citings, which satisfy a minimum threshold level, lines of literature are described (by means of content analysis) and diagrammatically mapped
via a citation diagram. For a complete description and application, the reader
should refer to Small [1973].
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derivative of co-citation analysis) and content analysis, (2) validating such structure by an independent statistical test (multiple
discriminant analysis) and (3) examining the characteristics of
such validated structure for evidence consistent with a fragmented and/or integrated accounting discipline. Bricker found
that some accounting research areas, such as, positive accounting, market-based, and time-series, are relatively well integrated
in the main structure of accounting research. On the other hand,
other research areas, such as statistical auditing, tax, and studies of academic accounting are isolated from the main structure
of accounting research.
Heck, et al., [1990] used citations to analyze the authors and
institutions to twenty-four leading academic journals from their
inception through 1988. They found that there has been a substantial increase in the incidence of co-authorship and the number of articles published in recent years, and the relationship
between size of a doctoral program and publishing frequency of
the faculty of a Ph.D. program is lower than expected. Furthermore, when Heck, et al., [1991] disaggregated their citation data
they found that the most prolific (high frequency) contributors
tend to publish in a variety of journals, and contemporary researchers are publishing in both newer and older journals. In a
similar study, Heck and Bremser [1986] performed the following analysis on The Accounting Review articles published over a
60 year time period: identified the authors, their affiliation, and
where they earned their doctoral degrees. Finally, Herring, et al.,
[1989] documented and highlighted some of the aspects of the
recent changes in accounting education and suggested some directions for future research and Lehman and Street [1989] used
citation and content analysis of the 187 main section articles
and teaching notes which appeared in the first six volumes of
the Journal of Accounting Education. They found that the Journal of Accounting Education authors have researched a broad
spectrum of topics using a variety of research methodologies.
DATA COLLECTION
The major objective of our data collection efforts is to compile information on accounting education articles and their citations from 1956-1990. The 1956-1990 time period was selected
because it provides a long enough time period to enable meaningful inferences to be drawn from the data. The journals selected for data collection are International Journal of Accounting
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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Education and Research (IJAER), Issues in Accounting
Education
(IAE), Journal of Accountancy (JOA), Journal of Accounting Education (JOAE), and The Accounting Review (TAR).2 These journals were selected because they represent the major academic
accounting education research outlets for the 1956-1990 time
period. Table ,1 contains the n u m b e r of articles and citations for
the above journals during the 1956-1990 time period. One thousand three hundred and eighty-five articles were collected along
with 1,184 citations (Appendix A contains a break-out of educational article contributions by journal for each year). TAR has
the highest number of total articles and citations. The traditional accounting journals (JOA and TAR) average about one
citation per paper while the newer, education oriented journals
cluster together around an average of 0.65 citations per article.

TABLE 1
Articles and Citations
1956-1990
Journal and
Dates of publication
JOA
TAR
IJAER
JOAE
IAE
Total

1956-1990
1956-1990
1966-1990
1983-1990
1983-1990

Education
Articles
Published

Citations to Articles
Published in Period

Average Citations
Per Paper in Period

206
687
57
236
199
1,385

207
656
39
146
136
1,184

1.00
0.95
0.68
0.62
0.68
0.86

DATA ANALYSIS
Figure 1 shows that the average citations per paper peaked
around 1981-82 and since that point has been a decreasing function with respect to time. It is plausible that the maximum average citation rate occurred around 1981-82 because of the citing
2

The Journal of Accounting Research (JAR) was omitted from the list of
journals investigated becuase it has not deveoted a material amount of space to
education articles and we are of the opinion that its inclusion would not contribute to ur discussion of the development of the education literature. For example,
from 1963-1972 JAR only published three education papers. Furthermore, an
analysis of those papers revealed that they are not considered significant as far
as the citing literature is concerned.
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habits of authors publishing in the two new accounting education journals (IAE and JOAE) which were started in 1983. That
is, perhaps authors publishing in those new education journals
were citing works from other disciplines instead of the earlier
accounting education literature because they were interested in
transferring concepts, methods, etc., from those disciplines into
the accounting education literature. 3 Figure 1 also reveals that
1976-1985 covers an interesting period of time for average citations per paper. That is, it covers: (1) the time period leading up
to the highest average citation rate per paper, (2) the period of
time in which the highest average citation rate per paper occurred and, (3) the period of time in which the average citation
rate per paper began to drop. The drop in citations from 1976 to
1985 is partially due to the truncation of the study period that
must ignore future citations. For the most part, the JOA, TAR,
and IJAER published education articles for the entire period of
study. The cumulative time-to-citation for these three journals is
shown in the first cumulative total column in Table 3. These
data also have a small down-ward bias but provide a preliminary basis for adjusting the observed citations for the truncated
portion of the time-to-citation distribution. In 1979, for example, there are eleven years remaining in the study period. The
cumulative total column for JOA, TAR, and IJAER (for 11 years
to citation) in Table 3 shows that 98.57% of the citations will
have been completed; hence, the time-adjusted average citations
per paper for 1979 in Figure 1 are equal to 2.54 (the observed
n u m b e r (2.50) divided by 0.9857).

3

This point is further developed in the section entitled, "Textual Analysis of
the Literature."
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FIGURE 1
Average Number of Citations per Paper

Table 2 provides some insights regarding citation incidence
of individual and total journals from 1976-1985.4 On an individual journal basis, IJAER has the highest percentage (70%) for
articles that were never cited followed by JOAE, JOA and IAE.
On an aggregate basis, however, roughly 50% of all papers selected to represent the above time period were never cited. Furthermore, in terms of one and two citations, IAE (42%), TAR
(36%) and JOAE (35%) have the highest percentage of papers in
those categories. In addition, 35% of all papers have one or two
citations and only 15% have three or more. Finally, TAR has the
largest percentage of papers cited followed by IAE and JOA.

4
This time-period was selected because it marked the end of the anecdotal
period and was far enough removed from the end of the study to allow significant citation occurrence.
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TABLE 2
Citation Incidence of 306 Articles
1976-1985
(Table entries in %)
Citations
per Article
0
1
2
3
4+
Total Cits

JOA
52.27%
20.45
13.64
2.27
11.36
44

TAR
44.65%
22.64
13.84
6.92
11.95
159

IJAER
70.00%
10.00
0.00
0.00
20.00
10

JOAE
56.52%
24.64
10.14
5.80
2.90
69

IAE
50.00%
16.67
25.00
0.00
8.33
24

Total
49.67%
21.90
13.40
5.23
9.80
306

Table 3 displays information regarding the age of papers
when cited, for the 1976-1985 time period. On an aggregate
basis, 3 1 % of all papers cited were from zero (less than one year
old) to two years of age; sixty-one percent were from zero to
four years of age and; over 85% from zero to seven years of age.
The aggregate citation-time distribution is biased toward shorter
citation times due to the influence of the two journals that did
not begin publication until 1983. The distribution of time-tocitation for the composite JOA, TAR, and IJAER differs from the
composite JOAE and IAE data at a significance level less than
1% in a Chi-Square test.
On an individual journal basis, IAE had the highest (48%)
and TAR the lowest (23%) percentage of papers from zero to two
years of age when cited; IAE had the highest (87%), while IJAER
and TAR the lowest (50%) percentage of papers from zero to
four years of age when cited.
Thus far, our discussion has centered around the citation
attributes (collectively and individually) during the 1976-1985
time period. This section of the paper focuses on the citation
attributes for the entire 1956-1990 time period. However, for
discussion purposes, the period under investigation (1956-1990)
is decomposed into three decades and one five year time period. 5
Table 4 provides a summary of selected attributes by journal
and time period. The lowest citation averages occurred during
the 1956-1965 and 1986-1990 time periods, respectively. There
5
Due to a 35-year period of investigation, the fourth time period only contains five years.
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Years to
Citation
0
1
2
3
4
5
6
7
8
9
10
11
12
13
14
Total Cites

JOA
20.00
6.67
16.67
8.33
16.67
8.33
1.67
3.33
10.00
1.67
1.67
0.00
1.67
3.33
0.00
60

TAR
5.56
7.60
10.23
11.99
14.62
11.11
11.40
10.53
9.36
3.51
1.46
1.75
0.29
0.58
0.00
342

IJAER
0.00
5.56
16.67
16.67
11.11
0.00
5.56
11.11
11.11
11.11
11.11
0.00
0.00
0.00
0.00
18

SubTotal
7.38
7.38
11.43
11.67
14.76
10.24
9.76
9.52
9.52
3.57
1.90
1.43
0.48
0.95
0.00
420

Cum.
Total
7.38
14.76
26.19
37.86
52.62
62.86
72.62
82.14
91.67
95.24
97.14
98.57
99.05
100.00

Table entries

in

Published by eGrove, 1995
IAE
1.61
16.13
30.65
25.81
12.90
6.45
3.23
3.23
0.00

62

JOAE
5.83
14.56
20.39
22.33
17.48
10.68
5.83
2.91
0.00

103

%)

Time-to-Citation Distributions
Articles Cited during 1976-1985

TABLE 3

165

SubTotal
4.24
15.15
24.24
23.64
15.76
9.09
4.85
3.03
0.00

Cum
Total
4.24
19.39
43.64
67.27
83.03
92.12
96.97
100.00

585

Grand
Cum.
6.5
16.07
31.11
46.15
61.20
71.11
79.49
87.18
94.12
96.58
97.98
98.97
99.32
100.00
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are several plausible reasons why the 1956-1965 decade produced a low citation rate—the size of the research subfield and
the age of the papers. The larger the research subfield, the less
chance a paper has of being cited, because larger subfields have
more participants which means that they also have more literature to draw upon [Cole and Cole, 1974, p.34]. Thus, the low
citation rate could be an indication of the fact that the accounting education research subfield was relatively large during the
period of study. The age of the papers could have aided in the
achievement of the low citation rate because perhaps the concepts, research methodologies etc., employed could have been
around for such a long period of time that the researchers who
initiated their use were no longer cited because their work has
become c o m m o n knowledge; thus, a reduction and/or lack of
citations occurred. It is possible that a portion of the low citation rate for the 1986-1990 time period was caused by its proximity to the end of the selected time period.
TAR had the highest average citations per paper for every
time period except for the 1966-1975 decade (JOA was n u m b e r
one). In terms of the time periods in which the two new accounting education journals (JOAE and IAE) are included, IAE
was fourth and JOAE was last in average citations per paper for
the 1976-1985 decade. However, for the 1986-1990 time period,
IAE was second and JOAE was third in average citations per
paper. Finally, on an overall basis, JOA has the highest average
citations per paper followed by TAR; JOAE has the lowest average citation rate per paper. The average number of pages per
article was at its lowest point during 1956-1965 and its highest
point during the 1986-1990 time period. The low average number of pages per article during the 1956-1965 time period was
influenced by the length of papers published in TAR and JOA,
many of which were anecdotal and very short.
Table 5 provides a summary of selected citation attributes
for articles from 1956-1985. 6 First, approximately 85% of the
papers published from the 1956-1965 decade were never cited.
Further, only one paper has four or more citations. The 19661975 decade produced a lower percentage (61%) for papers
never cited and a higher number (twenty-six) of papers with
four or more citations. The 1976-1985 decade produced an even
lower percent (50%) for papers never cited and an even higher
6
For discussion purposes, the citation information for papers published during the 1986-1990 sub-period is omitted from Table 5.
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TABLE 4
Summary of Education Article Attributes by Journal and
Time Period
Period

Attributes

JOA
(56-89)

TAR
(56-87)

1956
to
1965

No. Articles
Av. Art./Yr
Av. Pages/Art.
Av. Cits/Art.

67
6.70
1.79
0.13

284
28.40
5.67
0.24

1966
to
1975

No. Articles
Av. Art./Yr
Av. Pages/Art.
Av. Cits/Art.

90
9.00
4.72
1.51

233
23.30
4.60
0.96

22
2.20
11.55
0.86

1976
to
1985

No. Articles
Av. Art./Yr
Av. Pages/Art.
Av. Cits/Art.

44
4.40
9.02
1.36

159
15.90
7.92
2.15

11
1.10
15.09
1.64

99
9.90
9.16
1.04

49
4.90
8.92
1.27

362
36.20
8.75
1.62

1986
to
1990

No. Articles
Av. Art./Yr
Av. Pages/Art.
Av. Cits/Art.

5
1.00
8.60
0.40

11
2.20
11.64
2.00

24
4.80
15.67
0.08

137
27.40
11.58
0.31

150
30.00
13.03
0.71

327
65.40
12.50
0.44

Total

Years Published
No. Articles
Av. Art./Yr Pub
Av. Pages/Art.
Av. Cits/Art.

34*
206
6.06
4.78
1.00

33*
687
20.82
5.92
0.95

25
57
2.28
13.96
0.68

8
236
29.50
10.56
0.62

8
199
24.88
12.02
0.68

35
1,385
39.57
7.75
0.85

IJAER
(66-88)

JOAE
(83-90)

IAE
(83-90)

Total
351
35.10
4.93
0.22
345
34.50
5.08
1.10

* The journal was published for 35 years but accepted educational articles
for a lesser period.

n u m b e r (thirty-nine) of papers with four or more citations. The
overall decrease in the number of papers not cited and the increase in the number of papers with four or more cites suggest
that the research conducted during the 1966-1985 time period
was influenced by contemporary researchers and that, relatively
speaking, a larger n u m b e r of researchers were having an impact
on the development of the accounting education literature.
Figure 2 shows the average number of pages per paper to be
an increasing function of time since 1974. The increase in the
average number of pages per paper is due to the fact that all of
the journals evaluated, since 1956, experienced an increase in
the average number of pages per article, implying a more thorough literature search and research content.
Published by eGrove, 1995
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TABLE 5
Summary of Citations
1956-1985
Period

1956-1965
1966-1975
1976-1985
All Years

Percent Not
Cited
84.62
60.82
49.67
65.77

Number of Papers with
4+ Cites
1
18
30
49

6+ Cites
0
8
9
17

FIGURE 2
Average Number of Pages/Article
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Figure 3 displays the number of papers and the number of
pages from 1956-1990. During the 1956-1979 time period, the
average number of education articles was stable at approximately 30 per year; however during 1981, 1982, it took a brief
drop and then in 1983 increased to a new level at approximately
65 per year. On the other hand, from 1956-1982 the average
number of pages published was stable at approximately 190 per
year and increased to around 800 per year from 1983 onward. It
is interesting to note that the increasing number of pages per
article has offset the within period declines in the number of
articles. Further, the appearance of the IJAER in 1966 did little
to influence the statistics, i.e., longer articles were the major
contributors to the 1966-1983 statistics.
The projection beyond 1990 is for a stabilized number of
articles and total pages, absent the appearance of an additional
educational journal or an increase in the frequency of publication of the IJAER, JOAE, or IAE.

FIGURE 3
Trends in Publication Volume
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Figure 4 provides a pictorial of pages per paper from 19561990. The 1956-1965 time period produced more papers with
four or less pages and the lowest percentage of papers with 10 or
more pages. However, the opposite is true with respect to the
1976-1990 time period.

FIGURE 4
Comparative Article Length

Table 6 contains the twelve most highly cited documents.
Approximately 67% were published in TAR and 25% in the JOA.
In terms of those twelve documents, two are concerned with
curricula, four with the ranking and impact of accounting journals and/or articles and six on teaching methodology. As expected, based upon the summary of citations contained in Table
5, most (58%) of the highly cited documents are from the 19761985 time period.
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TABLE 6
Twelve Most Highly Cited Documents
RANK CITATIONS
8
7
(tie)

AUTHOR(s)
R. H. Roy and
J. H. MacNeill

TITLE, JOURNAL, DATE, VOL.
"Horizons for A Profession: The
Common Body of Knowledge for
CPAs", JOA, 1966, Vol. 122.

8
(tie)

7

L. J. Seidler

"International Accounting-The
Ultimate Theory Course", TAR,
1967, Vol. 42.

1
(tie)

13

R. R. Sterling

"Accounting Research,
Education and Practice", JOA,
1973, Vol. 136

3
(tie)

11

J. J. Benjamin
and V. C. Brenner

"Perceptions of Journal Quality",
TAR, 1974, Vol. 49.

7

8

J. C. McKeown

"Computer-Assisted Instruction
for Elementary Accounting",
TAR, 1976, Vol. 51.

6

10

C. W. Bastable

11
(tie)

6

S. M. Mintz

"Why Can't Johnny Account",
JOA, 1977, Vol. 143.
"Internationalization of the
Accounting Curriculum", IJAER,
1980, Vol. 16.

3
(tie)

11

M. E. Friedman

"The Effect on Achievement of
Using the Computer as a
Problem-Solving Tool in the
Intermediate Accounting
Course", TAR, 1981, Vol. 56.

1
(tie)

13

F. W. Windal

"Publishing for a Varied Public:
An Empirical Study", TAR, 1981,
Vol. 56.1

11
(tie)

6

B. A. Baldwin
and K. R. Howe

"Secondary-Level Study of
Accounting and Subsequent
Performance in the First College
Course", TAR, 1982, Vol. 57.

3
(tie)

11

T. P. Howard and
L. A. Nikolai

"Attitude Measurement and
Perceptions of Accounting
Faculty Publication Outlets",
TAR, 1983, Vol. 58.

8
(tie)

7

B. R. Cargile and
B. Bublitz

"Factors Contributing to Published Research by Accounting
Faculties", TAR, 1986, Vol. 61.
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TEXTUAL ANALYSIS OF THE LITERATURE
Journal of Accountancy
JOA was searched7 using the following four time periods—
1956-1965, 1966-1975, 1976-1985, and 1986-1990. In the first
period, the literature focused on recruiting students to the accounting profession and the importance of a college education
for accountants. 8 Further, much was written concerning academic versus on-the-job training, professional development, recruiting recent graduates into accounting jobs, and accounting
curriculum.9 In the second time period, the focus was on requirements for CPA's, professionalism, MBA and Ph.D. programs, teaching methods, and curricula issues.10 Testing was
also a hot topic, especially the AICPA's test, and the CPA examination.11 There were also articles on how to raise standards comparable with those in the medical and legal professions.12 Finally, the issue of teaching versus research was also discussed.13
The 1976-1985 time period continued to focus on a number
of topics discussed during the 1966-1975 time period. For example, professionalism, and curricula issues.14 Finally, the 1986-

7
Over the time period investigated, every article in the education and professional section of JOA was read and evaluated. Furthermore, the Table of Contents of each issue was scanned for education articles published in the main
section of the journal.
8
For a discussion of each of these issues, see Graham (1956); Davis (1962);
and Larsen (1956).
9
F o r discussion of each of these issues, see Kane (1957a); H u t c h i n s o n
(1957); Kane (1957b); and Brown (1962), Kesselman a n d Phipps (1962),
Grinstead (1964), and Lynn (1965).
10
For a discussion of each of these issues, see Bruschi (1969), Tyra (1973),
Kistler and Guy (1975), Ashworth (1968), (1969), Cobbs (1969), Cheek (1971),
Beamer (1972), and Sterling (1973); Crum (1969), (1971), (1974), Estes (1970),
Patten and Smith (1973), and Morton et al. (1975); Brown et al. (1968), Wheeler
(1974), and Hollenbeck (1972); and Roy and MacNeill (1966), Hart (1969),
Lockly (1969), Williams (1969), (1970), and Portelli (1971).
11
For a discussion of each of these issues, see North (1966), Bushlmann
(1975), McCormick a n d M o n t g o m e r y (1974), a n d B a s t a b l e (1977); a n d
Hendrickson (1969), Leathers (1972), and Sanders (1972).
12
See, for example, Summers (1974), and Loeb and Lubell (1972).
13
See, for example, S u m m e r s and H e r m a n c e (1969), a n d Kennelly a n d
Smith (1969).
14
For a discussion of each of these issues, see Berton (1977), Skousen
(1977), Nelson (1983), Mills (1985), Krogstad et al. (1981), and Newman (1981);
and Miller and Davidson (1978), Lentilhon and Krzystofik (1984), Howe et al.
(1984), Ellyson (1985), and Bastable (1977).
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1990 time period produced three papers—two on 150 hour accounting program and one on accounting education history.15
The Accounting Review
TAR was also evaluated employing the same time period(s)
as that of JOA. For the 1956-1965 time period, most of the articles written were on teaching methods, specific accounting
programs, and curricula.16 Articles were also written on professional development, examination techniques, and research findings concerning reporting problems and accounting theory.17
In the 1966-1975 time period, teaching methods were also a
hot research topic, particularly with the aid of computers, along
with curricula issues, and how to teach specific accounting issues.18 Other items that were discussed less frequently included
15
For a discussion of each of these issues, see Collins (1989), and Nelson
(1989); and Langenderfer (1987).
16
For a discussion of each of these issues, see Perry and Walker (1957),
Homburger (1957), Maxwell (1957), Stevens (1956), Sadler (1958), Mikesell
(1959),Woolsey (1959), Holmes (1959), De Reyna (1959), Lagrone (1960), Stone
(1961), Schonefeld and Holzer (1962), Yager (1963), Horngren (1963), Pescow
(1963), Parker (1965), Sommerfeld (1965), and Nielsen (1965), Firmin (1959),
Christiansen (1961), Daniels (1958), Ashburne (1958), Prickett (1958), Stone
(1965), and Kublin (1965); and Langenderfer and Weinwrum (1956), Heim
(1959), Cyert and Wheeler (1960), Fertig (1960), Rosenfeld and Ledley (1961),
Zukowska (1961), Wasley (1963), Kemp (1963), and Mandel (1963).
17
For a discussion of each of these issues, see Cook (1960), Matusiak (1960),
Nye (1958), Smith (1959), Jones (1962), and Sidebotham (1965); North (1956),
and Rilly (1958); a n d Smith (1956), Rossell (1958), Whitney (1958), Stone
(1959), Dunn (1960), Green (1961), Jennings (1960), Patrick (1961), McGowen
(1962), Spiller (1962), Perry (1963), Green (1963), Rushing (1965), and Snudden
(1965).
18
For discussion of each of these issues, see Ray (1966), Penick (1966),
Malcolm (1966), Zannetos (1967), Buckley (1967), Anderson (1967), Burns
(1968), Zeff (1968), Doney (1969), Carmichael and Willingham (1969), Singer
91970), Manes (1970), Arnes et al. (1970), Wilkinson (1971), Perrit (1971), Raff
(1971), McCosh (1972), Streuling and Holstrum (1972), Sale (1972), Markell and
Pemberton (1972), Edwards (1973), DeCoster and Prater (1973), Kinney (1974),
and Ziieha (1974); Allyn (1966), Heims (1966), Roller and Williams (1967),
Seidler (1967), Bowen (1967), Haseman (1968), Bergolofsky (1968), Buckley
(1969), Campfield (1970), M a d d e n 91970), Askins (1970), Cloyd (1971),
Schroeder (1972), McCormick (1973), Gosman (1973), Seiler and Label (1974),
Hise (1974), and Deakin and Summers (1975); and H a r t m a n (1966), Lindbeck
(1966), Faux (1966), Hobbs (1966), Keister (1967), Carlson (1967), Thomas
(1968), Garrison (1968), Hirsch (1969), Murphy (1970), Bird and Jones (1970),
Nurnberg and Grube (1970), Goetz (1971), Huefner (1972), Crumbley (1972),
Cramer (1972), McCray (1972), Mock (1972), Bierman (1973), Weil (1973),
Frank (1974), Edwards and Johnson (1974), Corcoran and Leininger (1975), and
Nash (1975).
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professional development, recruitment of students to accounting, examinations and grading, placement of students from high
school and research quality. 19
The 1976-1985 time period continued the education research pattern established in the 1966-1975 decade with research concentrations in the area of teaching methods, accounting p r o g r a m s , teaching of specific a c c o u n t i n g issues, a n d
student achievement. 20 Other less frequently discussed issues included faculty recruitment, faculty research contributions and
rankings, examinations and grading, and the accounting curriculum. 21
Very few articles were found during the 1986-1990 time period because TAR only published education articles in 1986,
1987, and one issue in 1988. In terms of those articles found,
they focused on such research areas as student job performance,
first year college-level accounting courses, faculty productivity,
student's ability to learn with the aid of microcomputers, and
teaching methodology. 22
Issues in Accounting

Education

IAE was evaluated over the 1983-1990 time period. The research published in the IAE was spearheaded by articles in the
19
For discussion of each of these issues, see Williams (1966), Towsend
(1967), Goetz (1967), and Carpenter and Strawser (1971); Anderson (1966), and
Dixon (1970); Brown (1966), Patten and Stinmetz (1966), Glein and Wallace
(1974), Paretta and Chadwick (1975); Tambrino (1968); Needles (1973), McNeill
and Collins (1975), and Belkaoui (1975); and Benjamin and Brenner (1974).
20
For a discussion of each of these issues, see McKeown (1976), Laughlin, et
al. (1976), Call (1977), Jarnagin, et al. (1977), Throckmorton and Talbott (1978),
Grossman and Strawser (1978), Bailes (1979), Groomer (1982), Howell and
Johnson (1982), and Patton (1982); Bremser, et al. (1977), Tidwell and Wyndelts
(1977), Rayburn and Bonfield (1978), Crum (1978), Crum (1981), Reeve (1983),
Arnold and Geiselhart (1984), Clark and Sweeney (1985), and Crum and Garner
(1985); Capettini and King (1976), Liao (1976), Shank and Churchill (1977),
Malcolm (1978), Stallman (1979), Bentz (1979), Revsine (1981), Dillon (1981),
Hobbs and Bainbridge (1982), Williamson (1982), Manes (1983), Revsine (1984),
and Chasteen (1984); and Pawliczek (1977), Zikmund (1977), Battista (1978),
Friedman (1981), Baldwin and Howe (1982), and Amernic and Beechy (1984).
21
For a discussion of each of these issues, see Mehl and Lammers (1979),
and Kida and Mannino (1980); Andrews and McKenzie (1978), Windal (1981),
Howard and Nikolai (1983), and Williams (1985); Frakes and Foran (1978);
Burton, et al. (1978), and Delaney, et al. (1979); and Arens and Ward (1984).
22
For discussion of each of these issues, see Knechel and Snowball (1987);
Vruwink and Otton (1987), and Eskew and Faley (1988); Cargile and Bublitz
(1986), Jacobs, et al. (1986); Borthick and Clark (1986); and Kinney (1986).
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area of computer assisted instruction, teaching specific accounting concepts and methodologies, ranking of accounting faculty
and productivity, accounting curricula issues, learning and student performance, and faculty performance.23
Journal of Accounting Education
JOAE was evaluated over the same time period as IAE. computer assisted instruction, teaching methods, assessment of student learning, faculty research, testing and grading, and curricula were the most researched topics.24

23
For discussion of each of these issues, see Petersen and Grimlund (1983),
Fetters, et al. (1986), Helmi (1986), Abraham, et al. (1987), Borthick and Clark
(1987), Gunn (1988), Fuglister and Murdock (1988), Steinbart (1989), and Boer
and Livnat (1990); Seifrick (1983), Davis (1983), Hicks and Richardson (1984),
Partington (1984), Dillaway (1984), Ketz and Largay (1985), Coombes and
Eddey (1986), Nurnberg (1986), Murphy (1987), Martin (1987), Dugan and
Zavgren (1988), Ijiri (1988), Nurnberg and Sweeney (1989), Govindarajan and
Shank (1989), Schadewald and Limberg (1990), and Anderson, et al. (1990);
Bublitz and Kee (1984), Gamble and O'Doherty (1985), Campbell and Morgan
(1987), Milne and Vent (1987), Schroeder and Saftner (1989), and Hagerman
and Hagerman (1989); Brown and Blake (1983), Campbell and Williams (1983),
Schwartz a n d Stout (1987), Siegel (1987), Gaffney a n d Schwartz (1988),
Langenderfer and Rockness (1989), Schroeder (1986), Mutchler, et al. (1987),
Ault and Carver (1987), Kapoor (1988), Elikai and Baker (1988), Lipe (1989),
Tyson (1989), and Parry (1990); and Ostrowski (1986), Hooper and Page (1986),
and Bunn (1986).
24
For discussion of each of these issues, see Kalbers (1984), Stern (1985),
Anderson (1985), Dickens and Harper (1986), Izard and Reeve (1986), Bean and
Medewitz (1987), Marshall, et al. (1987), Pearson and Gauntt (1987), and
Lehman and Lehman (1988); Vigeland (1983), Mecimore and Morgan (1983),
Tondkar and Coffman (1984), Crosby (1984), Bush (1985), Howard (1985),
Seville and Gray (1986), Engle and Joseph (1986), Park and Hartman (1987), Joy
(1987), Reed (1988), Crockett and McKee (1988), Groff (1989), Yardley (1989),
H o l m e n , et al. (1990), a n d Cenker a n d Bloom (1990); B u e h l m a n n a n d
Techavichit (1984), Stout and Bonfield (1986), Baker, et al. (1987), Brown and
Burke (1987), Clark and Schwartz (1989), Baldwin, et al. (1989), and Ott, et al.
(1990); Rouse and Shockley (1984), Keys and Hendricks (1984), Schwartz
(1984), Fellows and Spence (1985), Gamble and O'Doherty (1985), Heck and
Huang (1986), Saftner (1988), Lehman and Street (1990), and Czyzewski and
Dickinson (1990); Baldwin and Howard (1983), Baldwin (1984), Neyhart and
Abrassart (1984), Collier and Mehrens (1985), Lathen (1985), Gruber (1987), and
Mitchell (1988); and Agami (1983), Cherry and Reckers (1983), May and Arevalo
(1983), McKeon and Bockanic (1984), Cao and Buchanan (1985), Egenolf and
Nordhauser (1985), Corman (1986), Flesher and Rescho (1986), Armstrong
(1987), Smith (1988), Hirsch and Collins (1988), Bayer, et al. (1989), Scribner
and Dillaway (1989), Fetters, et al. (1989), and Novin, et al. (1990).
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Journal of Accounting Education and Research

IJAER was evaluated from 1966-1990. The 1966-1975 time
period focused on educational practices in different countries,
accounting curricula issues, and accounting concepts. 2 5 The
1976-1985 time period also focused on educational practices in
different countries, accounting curricula issues, and the development of international accounting standards. 2 6 The 1986-1990
time period continued to produce papers on accounting curricula issues, accounting reporting issues, international accounting standards, and the development of accounting practice. 27
SUMMARY AND CONCLUSIONS
Since 1956, the accounting education literature has experienced a number of changes. It has gone from occupying a section in two major journals to having two journals devoted exclusively to e d u c a t i o n a l issues. After the n e w j o u r n a l s were
established, the JOA and TAR went from being major to minor
publishers in this area, thus completing the birth cycle of a new
field of study. Further, the reading of the educational literature
over time has given the authors the impression that educational
issues addressed have changed in scope and methodology. For
example, during the earlier years research emphasis was placed
on professional development, five year accounting programs,
student testing and teaching aids. However, the more recent
articles have shifted from teaching notes to empirical based

25
For discussion of each of these issues, see Ninsuvannakul (1966), Salas
(1967), Markell (1968), Ogundele (1969), Chu (1969), and Costouros (1975);
Mautz (1967), Bowles (1968), Bomeli (1969), Dascher, et al. (1973), Kubin
(1973), Schoenfeld (1974), Ameiss (1974), Neumann (1974), Clay (1975), and
Wolk and Briggs (1975); and Littleton (1966), Kosiol (1967), and Kohler (1967).
26
For discussion of each of these issues, see Ghartey (1978), Markell (1985),
and Abdeen and Yavas (1985); Mintz (1980), Barlev and Friedman (1982), and
Heaston (1983); Violet (1983a), (1983b), Mckinnon and Janell (1984), and
Ndubizu (1984).
27
For discussion of each of these issues, see Juchau et al. (1986), Foroughi
and Reed (1987), Agami and Alkafaji (1987), and Foo (1988); Purcell and Scott
(1986), Abdel-Magid and Cheung (1986), Pratt and Behr (1987), Ahmed and
Zeghal (1987), Doupnik (1987), Gray and Miranti (1988), Tondkar (1989),
Agrawal (1989), H a m e r and Kistler (1990), Hooper and Liao (1990), a n d
Doupnik and Rolfe (1990); Ainajjar (1986), Taylor, et al. (1986), Hove (1989),
Rivera (1989), Bloom and Naciri (1989), and Lefebvre and Lin (1990); and Koch
(1986), Chan (1986), Rivola-Clay and Doupnik (1987), Hamer and Kistler (1987),
Mak (1989), Brankovic and Madura (1990), and Aitken (1990).
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studies focusing on such issues as, the improvement of methodologies used to test student achievement and testing methods,
ranking of accounting faculty and faculty productivity and accounting concepts. With regard to the character of those empirical reasearch based articles, [Herring, et al., 1989, p.50] made
the following observations:
Analysis of the empirical research articles indicates that
this work has a distinctive character and that it has
changed in several important respects in recent years.
The empirical studies were classified by type of study
(descriptive studies, surveys, forecasts, and experiments), by type of statistics used in the study (descriptive or inferential). .. The analysis by type of study . . .
indicates that surveys and experiments play an important role in this work. The analysis by type of statistics
shows an increase in the use of inferential statistics.
The analysis of the data suggests that the 1976-1985 decade
was the most productive in terms of the n u m b e r of articles,
average number of pages per article, and the average n u m b e r of
citations per paper. Further, that productivity was spearheaded
by TAR, IJAER, and JOA, respectively. The most frequently cited
articles are Sterling [1973] and Windal [1981] and papers on
teaching methods have produced the highest n u m b e r of influential papers in the list of the twelve most highly cited papers (this
is consistent with the fact that the majority of educational papers have been written in the area of teaching methods).
The tendency for earlier published papers to be cited less
frequently than current ones (87% are to articles published zero
to seven years) suggests that, in terms of the time period investigated, the education literature was being influenced by contemporary education researchers (see Table 3). According to Price's
[1970] immediacy index, which is the percent of total references
that cite literature in the last five years, the education literature
has an immediacy index of approximately 7 1 % which means
that it is relatively young in terms of those manuscripts used to
generate research ideas. This position is also supported by the
summary information contained in Table 4 which displays the
fact that the most recent decade (1976-1985) has the highest
average citations per paper and the oldest decade (1956-1965)
the lowest average citations per paper. The immediacy index for
the accounting education literature (71%) and the agency theory
literature (76%) are approximately equal [Gamble, et al., 1985 p.
25]. The above m e n t i o n e d citation practice also s u p p o r t s
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Bricker's [1988] finding that accounting scholars tend to cite
very recent literature.
This study also chronicles the development of modern accounting education literature. The early years of this study were
marked by a number of short papers with few citations, followed by a period of consolidation in which the papers were
more lengthy and cited more previous works, and finally developing into greater specialization with yet longer papers and
fewer, more selected references. Using the first decade of our
study period as the base, the second decade (1966-1975) produced an increase of approximately five hundred percent in average citations per paper, a 3 % increase in average pages per
paper, and a 2% decrease in average papers per year. On the
other hand, the 1976-1985 decade (using the 1966-1975 time
period as the base) produced a 47% increase in average citations
per paper, a 75% increase in average pages per paper, and a 5%
increase in average papers per year. This decade was greatly
influenced by TAR followed by IJAER and JOA respectively. Further, TAR's influence was spearheaded by articles in the area of
computer assisted instruction, ranking of accounting journals
and the evaluation of student performance in an accounting
course.
Given the increase in the proportion of articles based on
empirical r e s e a r c h a n d the decrease in the p r o p o r t i o n of
nonempirical articles, it is possible that education research
could be elevated to the status of a sub-field used in the promotion and tenure decision(s) in the same m a n n e r as information
systems, taxation, etc. Finally, it appears that increased emphasis on teaching excellence by the accounting profession and institutions of higher education, improvements in computer hard
and software and, research methodologies imported from other
disciplines such as psychology, mathematics and economics
have all contributed to the change in the accounting education
literature. 28
Finally, one should remember that, as with any research
tool, citation analysis has limitations. One major limitation centers around an author's motivation for citing a document. That
is, intellectual merit is not the only reason why an article may be
28
Our observation regarding the influence of other fields in the development
of the accounting education is consistent with that of Herring, et al. (1989, p. 49)
who state that " . . . recent accounting education research is overcoming its early
reluctance to incorporate related work in other fields, particularly since 1983."
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cited. An author may wish to give the impression that the paper
is related to work that has been performed by premiere scholars,
thus loading the paper with many unwarranted citations. Others
cite to build up a friend's or their own citation count or to flatter
a superior. 29 Another limitation in collecting cites has to do with
sloppy bibliographic practices. For example, Joe J. Cramer, Jr.
might be cited as J. Cramer or J.J. Cramer. Thus depending on
whether the researcher knows or has an idea of the n u m b e r of
possible combinations for each author's name, (especially in the
case of a computer search) it is possible that all of the citations
for a particular author will not be included in the final citation
count. There is a problem associated with negative versus positive citations. That is, was the paper cited because it contained
an error or was it cited to support, apply, compare, or simply
make note of a concept. To the extent possible, negative citations should be excluded from the final citation count. This can
be achieved by performing a citation context analysis. 30 Finally,
citation counts are also influenced by a journal's editorial mandate to increase the n u m b e r of authorities cited in papers accepted for publication so that their implied quality can increase.
An increase use of citations for peer review may also cause an
increase in citations. Concisely stated, in conducting citation
research one should try to eliminate, to the extent possible, illegitimate citations.

29

Garfield (1979) notes that biased and inconsistent bibliographic practices
are a random phenomenon and therefore cancel each other out across citing
authors. It should be noted that self-citations were excluded from the final citation count(s).
30
A citation context analysis was performed when the authors read the papers to determine the subject matter contained in the papers collected.
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Appendix A
Number of Articles by Year and Journal
IJAER

Year

JOA

TAR

JOAE

IAE

Total

1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

4
6
4
3
3
14
9
9
9
6

30
34
26
24
27
20
22
23
47
31

1966
1967
1968
1969
1970
1971
1972
1973
1974
1975

10
8
8
12
11
9
8
8
8
8

26
25
19
17
18
15
31
28
32
22

2
4
2
3
1
0
0
3
3
4

38
37
29
32
30
24
39
39
43
34

1976
1977
1978
1979
1980
1981
1982
1983
1984
1985

6
7
2
3
5
3
5
6
2
5

29
31
22
15
10
14
10
10
11
7

0
0
1
0
1
0
2
2
3
2

33
32
34

20
14
15

35
38
25
18
16
17
17
71
62
63

1986
1987
1988
1989
1990

0
4
0
1
0

4
4
3
0
0

7
5
2
5
5

35
29
26
25
22

28
30
34
35
23

74
72
65
66
50

Totals

206

687

57

236

199

1,385

34
40
30
27
30
34
31
32
56
37
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Wesley T. Andrews, Jr,
ST. MARY'S UNIVERSITY

RETROSPECTIVE:
PAUL FRANKLIN GRADY
Abstract: This paper, written by his son-in-law of 37 years, is a collection of anecdotal "folklore" about a m a n who had a very significant
impact on the development of the accounting profession during the
"Golden Age of Accounting". Paul Grady's greatness arose from his
enormous dedication, strength and character, coupled with his complete honesty and relentless ruthlessness in seeking to have his views
prevail.
The only purpose in the paper is to provide a glimpse of the
nature of this truly remarkable person. If the paper fails in this, then
perhaps the reader will at least find the stories mildly amusing.

Paul Franklin Peterson (sic) was born in a log cabin in Creal
Springs, Illinois on May 19, 1900. He was born prematurely,
weighing less than three pounds at birth, and was not expected
to survive. Family tradition has it that, at birth, Paul was
wrapped in a blanket and placed in a shoebox surrounded by
heated bricks from the cabin fireplace. The heat from the bricks
provided warmth and Paul did make it through that first night.
Perhaps this was the initial indication of a fighting spirit and a
will to overcome difficult situations that seems to characterize
many highly successful persons of his era.
When Paul was five, his father, James Peterson, developed
tuberculosis and, for reason of the elder Peterson's health, the
family was compelled to move to Colorado in 1905. Later that
year, James Peterson died and Paul, his mother and younger
brother, Merrill, returned to southern Illinois, settling in the
town of Marion. More than fifty years later, Paul first learned, as
a result of an X-ray examination in connection with an application for life insurance, that he had, at an early age, also been the
victim of tuberculosis. Apparently, although the trip had failed
to cure the elder Peterson, Paul's undiagnosed case of the lung
disease was unknowingly cured.
The author would like to thank the following persons for their thoughtful
comments on earlier drafts of this paper: Carol Grady Andrews, Professor Mary
Harston, Professor Gary Previts, Professor Charles H. Smith.
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On the return trip from Colorado, Paul's mother, Myrtle
Powless Peterson, met J. J. Grady, whom she subsequently married. At the time of her second marriage, however, Paul's name
was not changed to Grady; he made the change himself upon
reaching the age of eighteen. His brother, Merrill Peterson,
never changed his name.
While growing up in Marion, Paul was a good student, excelling in mathematics and the physical sciences. This latter was
important in that there was a substantial amount of coal mining
locally and Paul developed an interest in mining at an early age.
This prompted him to apply to the University of Illinois in 1918,
seeking a degree in Chemical Engineering. We may speculate
that this early interest in science and geology created a c o m m o n
interest with Herbert Hoover, w h o later b e c a m e not only
Grady's close personal friend but also his idol. Further, this
close association with Hoover is in part, at least, responsible for
Paul's continuing support of the Republican party and his
strong conservative positions on many issues throughout his
life.
Two additional aspects of Paul Grady's high school years;
one is that, even though he was a short man, he excelled in
basketball, being captain of the Marion high school team. From
this experience, we can see again that element of Paul's character that caused him to succeed, even though he was not physically well suited, in one of the few major sports in town at the
time.
The second aspect of Paul's high school years was his love
of Louese Trevor, a local beauty who was a cheerleader for
Marion High. She also had a lovely singing voice. Paul and
Louese planned to be married after his graduation from the
University of Illinois, anticipated in 1922. In the meanwhile,
Louese went to Chicago Music College for three years after high
school, to further her interest in music.
In the later years of his life, Paul said "I've only been in
three partnerships in my life; one with Arthur Andersen, one
w i t h Price W a t e r h o u s e a n d one with Louese Trevor." Of
the three, the latter was clearly the most lasting; Paul and
Louese remained married for sixty two years, until Paul's death
in 1984.
Once at the University of Illinois, Paul found that there was
not time e n o u g h to take the d e m a n d i n g physical science
courses, with afternoon lab sections as well as morning lectures,
and to hold down a full time job, which was necessary to supPublished by eGrove, 1995
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port himself, his family back in Marion and to provide savings
for his anticipated marriage. After his third year, Paul was
forced to abandon his chosen work in Chemical Engineering, in
order to have the afternoons available for work, leaving evenings
for study. [In all the years that I knew Paul, I never heard him
express disappointment at not completing his major in Chemical Engineering, but I suspect that it must have been a difficult
choice for him to make.}
This allowed Paul to take a full time job, working afternoons and early evenings as a short order cook at Ostrand's, a
family r u n d e l i c a t e s s e n serving t h e college s t u d e n t s of
Champaign/Urbana. This arrangement worked well and, in fact,
after two years, Mr. Ostrand offered a partnership share in the
restaurant, an offer which Grady considered and rejected. He
did, in later years, speculate on the implications of this decision
on the course of his later life; I get the impression that he enjoyed being a short-order cook and often reminisced about the
prospects of a quiet life catering to students at Urbana.
One further aspect of Paul's experience at Illinois was the
beginning of his lifelong friendship with Andrew Barr, who later
became Chief Accountant at the Securities and Exchange Commission.
Another lifelong friendship was with Ralph Johns, who was
later associated with General Motors. The University became the
beneficiary of this relationship in the early 1960's, when Paul
served as Director of Research for the American Institute of
Certified Public Accountant. The story goes that John Carey,
then Executive Director of the Institute, called Paul upon the
occasion of Paul's retirement from Price Waterhouse in 1960,
offering the position of Director of Research of AICPA, which
was vacant at the time. Paul, reluctant to take the offer at all,
finally agreed to take the job for a period of one year only,
spending the time writing Accounting Research Study No. 7,
"Inventory of Generally Accepted Accounting Principles". Carey
agreed to these terms and informed Paul that the annual salary
for the position was $125,000. Paul replied that he did not want
the salary, but Carey insisted that the position would pay that
amount of compensation, whether Paul wanted it or not. Paul
called his friend Ralph Johns, saying that he had $125,000 to
"give to the University of Illinois, if you (Johns) would match the
gift". Johns agreed and this money became the seminal contribution for the Center for Studies in International Accounting at
the University of Illinois.
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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Upon graduation from the University of Illinois, Grady took
a position with the relatively new firm of Arthur Andersen &
Co., Chicago. He also passed (barely) the CPA exam in the state
of Illinois. Regarding his experience with the CPA exam, he related to me that, when he had completed taking the exam, he
went to his room to wash up and dress for dinner. While washing his face, he realized that he had not answered one of the
questions on the exam, a cost accounting question for a coal
mining operation. He said that he had read the question early in
the exam session and had put the question aside to be solved
later, because he felt very confident that he could answer the
question easily, having previously worked as cost accountant for
a coal mine. He then devoted a majority of the allotted time to
what he considered to be the more challenging questions, completed his answers to these and turned in his work. Fortunately,
his work on these other questions was of sufficient quality to
garner a passing grade on the exam without the answer to the
coal mining question; certainly, learning that he passed was a
substantial relief to Paul. I believe that the foregoing story is the
only known incidence of any admitted error by Paul Grady, at
least to my knowledge.
While at Arthur Andersen in Chicago, Paul's career advanced rapidly. He traveled some in the early years and Louese
traveled with him. He tells one story of spending a week in a
small town in central Illinois, auditing the local bank. All during
the week, both he and Louese noticed that the townspeople were
avoiding them for some reason; they even crossed the street to
avoid meeting them on the same sidewalk when they were out
for an evening stroll. Finally, toward the end of the week, Paul
inquired of the lady who ran the boarding house where they
took their meals concerning the attitude of the townspeople. Her
reply was that the people were very suspicious of "those strangers, particularly that fellow who sits all day at a desk in the front
window of the bank, making those funny looking marks with a
bunch of different colored pencils."
As Paul's career with Arthur Andersen proceeded, Arthur,
Sr. placed more and more reliance in Paul's ability to get the job
done. Paul was asked to go to New York in 1931, to help open a
New York office for the firm. Paul did this and remained in New
York until 1937, when he returned to the Chicago office.
At one point in the late 1930's, Arthur, Sr. took a trip of
several months to Europe. During Arthur's absence, one of
Grady's chores was to write an Audit Manual for the staff of the
Published by eGrove, 1995
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firm. The task was completed and the manual was distributed to
the staff prior to Arthur's return from Europe. Upon his return,
Arthur reviewed the new document and objected strongly to the
emphasis in the manual placed upon review of and reliance on
the client's system of internal control. Apparently, Arthur believed in the more traditional balance sheet approach to auditing and withdrew the manual from circulation within the firm.
This difference of opinion was one of many between Grady and
Andersen and may have contributed to their eventual parting of
the ways, which occurred in 1945.
For Grady's part, he was very active in the early development of the American Institute of (Certified Public) Accountants
and worked to get the notion of reliance on the system of internal control adopted by the Committee on Auditing Procedure;
an effort in which he was largely successful. He was fully in
favor of the definition of internal control that prevailed in the
accounting literature for some years; namely that internal control was comprised of three facets; internal check, which was
designed to safeguard assets, internal accounting controls, those
controls designed to "provide for the reliable and accurate recording of accounting data", and internal administrative
controls, which were designed to "promote operational efficiency"
and "provide for compliance with management's prescribed
policies". Further, I know that Grady's personal view was that an
auditor should be responsible, under Generally Accepted Auditing Standards, for reviewing all three aspects of internal control,
even though a case can be made that internal
administrative
controls are not directly related to the reliability and accuracy of
financial statements. He justified this belief by saying that the
auditor is qualified and able to render services to audit clients
beyond the narrow scope of what is required to reach an informed opinion on financial statements. While others of the
time disagreed with Grady on this point, I feel that this view is
the precursor of the now well recognized position of the profession in rendering a host of services to clients, beyond the normal
audit service.
During the Second World War, Grady was asked by Secretary of the Navy James Forrestal to come to Washington to
review and revise the Navy's Procurement and Cost System, a
job which Grady considered to be his patriotic duty in time of
war. He remained in Washington until 1945, when his work was
completed and the War was drawing to a close. He indicated
that, during the latter stages of the war, Arthur, Sr. had conhttps://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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tacted him regarding returning to Chicago to resume his position as an active partner in the firm's growing practice. Grady
refused to do so, on grounds that the national interest in time of
war required that he complete his work for the Navy Department. This disagreement with Arthur, Sr. perhaps was the last
straw in a series of disagreements; at any rate, Arthur, Sr. asked
Grady to either return to Chicago or resign his partnership.
Grady, understanding that his partnership agreement with the
firm contained a noncompeting clause for a period of ten years
from his resignation, refused to resign. The disagreement finally
became so serious that Arthur, Sr. agreed to fire Grady, thus
making it possible for him to accept a partnership with another
firm. Thus, after completing his assignment in the Navy Department, Grady accepted a p a r t n e r s h i p in the firm of Price
Waterhouse, in the New York office.
I know that the break with the Andersen firm was a very
trying time personally for Grady. According to Grady, Arthur,
Sr. put a great deal of pressure on the other partners to force
Grady's resignation. As a result, most of the partners were afraid
to have any social contact with Grady during the final year or so
of Grady's tenure with the firm. Both Paul and Louese related
one instance where, while attending the theater, one of his partners who was also in the audience was afraid to speak to the
Gradys in public, but, instead, covered his hand with his program as he waved his greeting to Paul.
Two other stories come to mind regarding Grady's postAndersen years. First, I have often heard him express his high
regard for James Forrestal and the work that he did at the Navy
Department during World War II. Grady did feel, however, that,
while the relationship between Forrestal and President Roosevelt was a good one, the same was not true regarding Forrestal's
relationship with President Truman. Indeed, Grady expressed
the belief that the attitude taken by the new, post-war President
towards Forrestal probably contributed to Mr. Forrestal's decision to take his own life shortly after the conclusion of the war.
While he did not express the nature of the "bad blood" between
the two, I am sure that, in Grady's mind, Truman should have
accepted some portion of the blame regarding Forrestal's demise.
The second story was related by Paul Grady to me in late
1983, perhaps early 1984, just months before his death. It seems
that the management consulting firm of Booz, Allen, Hamilton
was in the process of being formed about the same time that
Published by eGrove, 1995
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Grady was considering his offer from Price Waterhouse. Apparently, Grady was approached by Booz (and/or perhaps Hamilton), asking him to accept a partnership in the new management
consulting venture, the new firm to be called Booz, Grady and
Hamilton. I know that Grady considered the offer seriously, but
rejected it in favor of the Price Waterhouse option because "he
felt a little afraid to take on the risks of a new venture (ie., the
management consulting business) and preferred to stay in a professional environment where he felt comfortable". In retrospect,
Grady expressed to me that "while he certainly could not fault
his relationship with Price Waterhouse, I wonder how things
would have turned out had I chosen to go into the consulting
business."
On technical issues, there are several stories that he told
that were, in my view, revealing. One has to do with how Accelerated Depreciation came to be a generally accepted accounting
principle. According to Grady, the accounting profession was
very interested in the changes taking place in the tax law in
1954, when Congress passed the Internal Revenue Code of 1954.
According to Grady, he and other representatives of the AICPA
who were working with members of the Congress on the legislation, felt strongly that the new tax law should reflect the impact of rising prices on the American taxpayer by giving a tax
deduction for loss of purchasing power on money invested in
securities of corporations when inflation occurred. The Committee would not agree to put this provision into the new law, so
the accountants sought a compromise that allowed a deduction
to corporations that had significant investments in fixed assets
during times of inflation. The compromise was to allow faster
t h a n straight-line write-off of plant and e q u i p m e n t for tax
purposes. Once accelerated methods of depreciation were acceptable for tax purposes, it only required a short time for
these methods to become GAAP, presumably in order to reduce
the n u m b e r of book/tax differences that would otherwise be
created.
While Grady did not necessarily agree with the methodology of FASB Statement No. 33 (he did not believe, for instance,
that companies should recognize gains or losses on net monetary asset/liability positions), he did agree in general that companies needed some ability to reflect the impact of inflation
financial statements. He also felt, I believe, that, once we instituted a rational method of accounting for inflation, we should
probably not continue to allow Lifo and Accelerated Depreciahttps://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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tion to be used concurrently.
Another story told by Grady deals with the history of accounting for deferred income tax. During the late 1940's and
early 1950's, a substantial debate occurred over the issue of
"clean vs. dirty surplus"; in other words, should all items that
were not properly associated with the balance sheet be components of income? The "clean surplus" proponents believed that
there were no such things as proper debits or credits to earned
surplus (retained earnings); that all such items were elements of
current net income, even though they were extraordinary or
nonrecurring. The "dirty surplus" proponents held that income
should be a measure of the recurring, usual earning capacity of
the enterprise; therefore items of an unusual, nonrecurring nature should be taken directly to Stockholders' Equity ("Earned
Surplus").
Sometime in 1983, Paul remarked "You know that Mr. May
(George O. May) would have a fit if he realized what he started
regarding all this deferred tax business . . . Some years ago, he
wrote an article (I think in the Journal of Accountancy, but I'm
not sure) on the clean/dirty surplus argument saying that he
'really didn't want to comment on the clean/dirty surplus argument but would urge that, whatever is decided as regards that
issue, we should include a rule to require that, if an item is to be
included in income, the related tax effect should also be included in income and, conversely, if a item is to go directly to
earned surplus, then the related tax effect of that item should
not be allowed to remain in income." [Parentheses mine.] Grady
felt that this was indeed a simple idea that made plenty of good
sense; he was simply amazed that that simple idea, according to
Grady, was the beginnings of the entire deferred tax problem.
Although he never discussed the matter with me, I seem to
remember reading in a history of Price Waterhouse that Grady
had inferred in a personal interview with the historian that he
had not been elected to the Executive Committee of that firm
because he joined the firm late in his career, rather than "coming u p through the ranks". The historian went on to suggest
that, despite this, he was indeed a very powerful partner in the
firm; further, the historian suggested that he maintained his
position within the firm by never being argued down or proven
wrong on any technical accounting or auditing point.
Indeed, within his family, Paul never, to my knowledge, admitted error (with the exception of the story, told above, about
leaving out the mining cost accounting question on the CPA
Published by eGrove, 1995
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exam). Family folklore in this regard includes the story that his
wife, Louese, told, that "Paul has only made one mistake in his
entire life. In 1951, he thought he had made a mistake but it
later turned out that he didn't!!"
This "bulldog tenacity" was exhibited by Grady even after
his retirement from Price Waterhouse at age 60. Paul spent eighteen months (roughly 1961 and half of 1962) completing Accounting Research Study No. 7, "Inventory of Generally Accepted Accounting Principles", then he and Louese moved from
their home in Greenwich, Connecticut to Delray Beach, Florida.
Upon establishing residence in Florida, Grady sought a reciprocal CPA certificate from the Florida Board of Certified Public
Accountants but his application was rejected, along with that of
his friend Percival F. Brundage, who was seeking reciprocity in
Florida at the same time. Grady reported, in a rather indignant
manner, that the Board had rejected his application because of
lack of academic credit for a Freshman English course in Composition (Grady had "tested out" of the Freshman English requirement at the University of Illinois, so his transcript indeed
did not show that he had taken the course). Further, Grady said
that "Percy got rejected because his BA degree was not from a
properly accredited university". (Brundage's undergraduate degree was apparently from Harvard University.)
This turn of events clearly did not suit Grady, but I did not
hear much about the matter until, a year or two later, Paul
announced that he was now a member of the Florida Board. It
was also about this time in Florida's history when that state's
"Blind Tiger" rule finally fell and large firms were allowed to
practice in that state under their own names. I have no way of
knowing if the two events (Paul's success in becoming certified
in the State of Florida and the demise of the "Blind Tiger" rule)
are related, but I have always somehow suspected that they almost simultaneous occurrence was somehow not coincidental. I
do know, however, that Paul was eventually successful in his
application for certification by reciprocity; I am not aware of the
outcome of Mr. Brundage's application.
In summary, I now believe that the primary characteristic
of Paul Grady's personality is this tenacity in pursuing those
things that he believed were right, coupled with very thorough
analysis of every situation to insure that he was right. (Indeed,
family folklore aside, he really was almost never wrong, at least
when it came to technical matters. This was the benchmark of
his professional reputation.) Perhaps his classmates in the Sehttps://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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nior Class of 1918 at Marion Township High School came to
appreciate this characteristic early in Paul's life. The quote
which the editor of the school yearbook chose for Paul's Senior
Class picture is "A decent boldness ever meets with friends."
[The Memory Kit].
WORKS CITED
The Memory Kit, annual yearbook of the Class of 1918, Marion Township,
Marion, IL.
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Margaret Hoskins, Mary E. Murphy's Contributions to Accountancy (New York: Garland Publishing, Inc., 1994, 374 pp., $63).
Reviewed by
Leslie S. Oakes
University of Alberta
Margaret Hoskins' biography of Mary E. Murphy provides a
comprehensive review of Murphy's contributions to accounting
as both a profession and an area of academic interest. There is
no doubt that Mary Murphy warrants such a biography. As
Hoskins notes:
During her career, [she] published over 100 journal articles, a u t h o r e d or collaborated on at least twenty
books, and wrote several book reviews. During the
years 1946 through 196.5 she published more articles in
the Accounting Review than any other author. During
the year 1926 through 1985 she was the fourth most
published author in this journal exceeded only by A.C.
Littleton, Harold Bierman, and Robert Mautz [p. 99].
In addition, Murphy was the first Fullbright Professor of
Accounting. Her writings on international accounting and accounting history foreshadowed m u c h of the work being done
today. She recognized the important interactions between business organizations and their cultural, political, and legal environments, and she studied these interactions holistically. Not
coincidentally, Murphy was also the first female CPA in Iowa,
and when she completed her Ph.D. at the London School of
Economics she became the second female Ph.D. in Accounting
in the United States.
As with most biographies, it is just this characterization of
Murphy as "unique" that creates the book's tension and interest.
In addition to the inherent difficulty of understanding the contributions of individuals to history, Margaret Hoskins must deal
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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with the issues of gender and identity which raise inevitable
questions about Murphy's life and contributions.
The question that most p e r m e a t e s this book concerns
Murphy's relative obscurity as an accounting authority. Why do
we know so little about one of the most published accounting
scholars of this century? Furthermore, why did such a prolific
researcher spend most of her career at California State University (then College), a relatively small and u n k n o w n school?
Hoskins deals with these questions in several ways. First, she
acknowledges the unequal status of women in both accounting
and academia, and she explores the impact of these inequalities
on Murphy's professional life. Hoskins notes that women were
largely discouraged from becoming accountants during the first
half of the century, and there were few University teaching positions for women outside women's colleges. The book includes
explicitly biased comments from colleagues including one that
begins "Whilst I personally share your preference for a man, Dr.
Mary E. Murphy is no mean scholar" [p. 68]. There are also
subtle reminders that men and women were judged by different
standards. Murphy is described both by acquaintances and by
the author as being "agreeable," "pleasing and charming," and
as being "helpful" [p. 85]. One colleague wrote critically that
"she tended to 'adopt' the accounting faculty both from a professional as well as a personal point of view" [p. 84]. One wonders
if these terms would have been used to describe a male colleague, and whether these terms would have carried the same
evaluative connotation for a man.
Hoskins also deals with Murphy's obscurity by attempting
to carefully evaluate the substance of her writings. Hoskins
quantifies the topics of Murphy's research and notes where each
article was published. Each area of research is summarized and
diagrammed. These efforts seem to be an attempt to objectively
evaluate Murphy's work, and there is an anxiety that underlies
this portion of the book. Hoskins wonders if Murphy's work was
too repetitive, too speculative or too normative to garner m u c h
interest. Hoskins suggests that Murphy's lack of prominence
may be due to her choice of research topics (education, international harmonization, and history) or perhaps because Murphy
published in a wide variety of journals. It is as if Hoskins were
trying to reassure herself that Murphy truly deserves more recognition for her work. Further, Hoskins seems to be trying to
evaluate Murphy's work by current standards for accounting
research. Surely the same concerns would apply to the work of
Published by eGrove, 1995
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Littleton, Mautz and most of Murphy's contemporaries, many of
whom did receive significant public recognition. It is doubtful
whether Murphy's obscurity can be understood by comparing
her writing to current definitions of research. If anything, reading this book reminds us that the criteria for accounting research narrowed considerably during the 1970s and 1980s, a
narrowing that we have recently begun to lament.
Perhaps the most troubling tension in this book emerges
from the author's somewhat limited a t t e m p t to link Mary
M u r p h y ' s n o n - t r a d i t i o n a l professional a n d p e r s o n a l lives.
Hoskins describes Murphy's personal history, but she never integrates these parts of Murphy's life into the analysis of Murphy's
accounting contributions. In a way, Hoskins can not be blamed
for this as historians have tended to separate the public and
private experiences of historical subjects. However, feminist historians and others have long noted that this separation frequently leads to the exclusion of women from history. In addition to the gender, race and economic circumstances, the
contributions and/or problems of family are omnipresent in the
lives of historical subjects. Ignoring these factors creates the
false image of independent and fully creative individuals whose
accomplishments can be divorced from their historical context.
On the other hand, this book illustrates the difficulties inherent
in attempts to integrate the personal and professional. In several
places colleagues describe Murphy as "not a run-of-the-mill person" [p.82]. Even her family described her as a "bit odd" [p. 57],
and she was certainly non-traditional in many ways. She pursued an education when few women did. She left Iowa at a
young age intending not to return and, in fact, rarely returned
although she traveled all over the world. In other words, she
choose to divorce herself from her family and her childhood
home. We also know that Murphy never married and had no
children. Instead she spent over half her life with Ruth Deiches
who Murphy met while teaching at Hunter College. Murphy's
relationship with Deiches may have been a reason for Murphy's
move to Los Angeles. Deiches also traveled with Murphy "serving as her secretary" [p. 71], according to Hoskins. This relationship must have enabled Murphy to pursue research and teaching goals that a married w o m a n with children—or even a
woman alone—would have found difficult. At the same time,
these a r r a n g e m e n t s may also have created difficulties for
Murphy, especially in a fairly conservative area like accounting.
These issues are not explored in m u c h depth, and we are left to
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10
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speculate about the importance of these aspects of Murphy's
life.
Margaret Hoskins' biography makes a significant contribution to the history of accounting thought by reminding us of the
contributions of a whole age of accounting academics who were
concerned about accounting scholarship in a broad sense. It
also illustrates the power history has to force us to remember
people and ideas that we have collectively forgotten.

G. H. Lawson, Ed., Studies in Cash Flow Accounting and Analysis (Aspects of the Interface between Managerial Planning, Reporting and Control and External Performance Measurement) (New
York: Garland Publishing, Inc., 1992, 315 pp., $63).
Reviewed by
Kathryn A. S. Lancaster
Texas A&M University
The book is a collection of 14 papers that reflect a longstanding interest of Dr. Gerald Lawson in cash flow accounting/
analysis (CFA) and provide insight into the development of the
Statement of Cash Flows as it is currently presented. Since Dr.
Lawson has taught at the University of Manchester in England,
a n u m b e r of his papers are written from an United Kingdom
accounting methodology standpoint. Some of the papers do not
stand alone, which makes the glossary of symbols included at
the end of the book a helpful tool to refer to while reading the
papers. The papers focus on the measurement of the creation of
ownership value inherent in cash flow market value accounting
and span a decade from 1981 to 1992. At the time Dr. Lawson
began examining CFA, the U.K. Accounting Standards Committee (ASC) advocated a fund flow of the following form in SSAP
10:
Sources of Funds = Applications of Funds
where sources came from operating activities, the sale of assets,
loans raised, and equity shares issued. Applications of funds
went towards assets acquired, taxes paid, loans repaid, and dividends paid. Dr. Lawson believed the above approach led to the
"erroneous impression that funds generated from operations
constitute part of a pool which, at management's discretion, can
then be deployed in alternative uses including periodic working
capital investment" [p. 274]. To correct for this perceived mudPublished by eGrove, 1995
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dying of the water, he proposed the following identity, which is
a reorganization and reclassification of the information included in the fund flow statement:
ENCF = LCF + SFICF
where ENCF is entity cash flows, LCF is lender cash flows, and
SHCF is shareholder cash flows. In this form, the user would be
able to identify the source of funds as being generated by the
entity or by investing/financing activities more readily. This basic identity formula is expanded on in several of the papers, with
the most straightforward explanation being provided in Paper 8,
"The Valuation of a Business as a Going Concern."
This reader recommends beginning with Paper 12, "Call for
SSAP 10 Reform." This paper provides the motivation for the
studies and cases included in the other 13 papers and helps
make sense of some of the other papers. Also, any unfamiliarity
with U.K. accounting standards is mitigated by reading the papers in the order outlined. The papers all focus on the use of
Lawson's proposed cash flow identity that facilitates analysis of
management decisions and corporate performance. The motivation is further clarified in Papers 9 and 10, each a case study of a
firm that experienced financial difficulty in the late 1970s or the
early 1980s. In Paper 9, "Was Woolworth Ailing," Dr. Lawson
examines Woolworth's cash flows and concludes that entity generated cash flows did not cover dividend payments, lender's contributions did. This resulted in an increasing debt to equity ratio, which Lawson believes was the basis of Woolworth's
difficulties. He speculates if CFA via the Lawson model had
been employed by the firm, both management and shareholders
would have realized dividends based on historical levels were
not feasible, and that cash flows generated by operating activities were not sufficient to cover the dividends. Paper 10, "Why
the Current UDS Takeover Bids Became Inevitable," presents
the same type of analysis for a firm that did adjust dividends for
reduced revenue. In it, Dr. Lawson concluded management altered dividend and debt policies with some skill, but provided
adequate returns for lenders at the expense of shareholders.
After reading Papers 12, 9, 10, and 8 the reader will be
better prepared for progressing through the other papers as presented. The Introduction provides the conceptual linkage between the papers. Papers 1 and 2, "Assessing Economic Performance and Corporate Financial Policies on a Cash-Flow Market
Value Basis" and "Ownership Value Creation and the Evaluation
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of Alternative Plans," the second co-written with H. Chong, delve
deeper into the cash-flow identity relationship and explain Dr.
Lawson's conviction that cash flows should be evaluated afterthe-fact and included in the budgetary process. Paper 3, "Contract Costing and the Negotiation of Contract Prices" co-written
with J. van den Berge, and Paper 4, "Pricing of Non-competitive
Government Contract" co-written with R. C. Stapleton, examine
the use of cash-flow accounting in preparing more accurate contracts. In Paper 4, the authors examine the use of net present
value calculations in contract pricing, which they contend
should play a part in contract preparation. This is related to CFA
through the periodic cash flows generated by a contract.
Lawson includes a couple of application-based papers that
can be used in the classroom. Although lacking a proper introduction, Paper 5, "Specifying a Mutiperiod, Computer-based Financial Model," is developed as a student assignment which requires the student to develop a multiperiod cash-flow budget.
"Zones, Ltd.," Paper 7, is a case study that can be incorporated
either into a lesson on cash-flow versus accrual-based accounting or into a lecture on break-even calculations. It compares
traditional break-even analysis to break-even analysis that incorporates cash-flow timing into the traditional break-even model.
The traditional model assumes all cash flows occur in the period
under question, when in reality both cash inflows and outflows
often have a built-in lag where the company is acting as either a
credit grantor or taker.
Papers 8, 13, and 14 contain examples of how to apply
Lawson's cash-flow identity model. Paper 8 addresses the importance of combining cash flow analysis with present value calculations and compares this to accrual-based valuation methods.
He surmises that the cash flow approach more closely estimates
the realizable value of a firm, in spite of the requirement that
future cash flows be estimated. Paper 13, "Equity Values and
Inflation: Dividends and Debt Financing," is a response to a
study by Professor Basil Moore that professed to show that dividend shortfalls were the cause of the decline in UK equity values. The paper, which was co-written by A. W. Stark, provides
theoretical evidence that the decline is due to declining cash
flow performance. Paper 14, "Bankruptcy Prediction - An Investigation of Cash-Flow Based Models," co-written by A. Aziz and
D. Emanuel, applies Lawson's cash flow based (CFB) identity to
the bankruptcy model developed by Altman. The results provide
evidence that the theory-based CFB model predicts bankruptcy
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as well as or better than previous models.
In conclusion, the collection of papers included in this book
provides an interesting background to one side of the controversy surrounding the development of the current cash-flow
model. From a historical standpoint, they helped this reader
understand why the previous flow model was inadequate.

Robert K. Mautz, Financial Reporting for Nonprofit
Organizations: A Fresh Look (New York: Garland Publishing, Inc., 1994,
119 pp., $35).
Reviewed by
Denise Nitterhouse
DePaul University
The book Financial Reporting for Nonprofit Organizations: A
Fresh Look, by Robert K. Mautz, is readable and provocative. It
uses an interesting "intellectual exercise" to develop a set of
proposed principles for financial reporting by nonprofit entities.
While one may not agree with all of the book's propositions, it
offers many points that deserve further consideration as we
move forward with accounting principles and standards for nonprofit and governmental organizations.
The book begins by discussing the distinguishing characteristics of nonprofit organizations and describing an intellectual
exercise that was used to explore the applicability of conventional accounting theory and practice to nonprofits. An unidentified team engaged in the intellectual exercise then develops a
classification of nonprofit organizations, including governmental entities, and addresses several issues, including the nature of
nonprofits and their involvement in profit-directed activities,
and the audience and focus for nonprofit financial reporting.
Chapter 2 discusses current nonprofit financial reporting
practice as embodied in the financial statements of two membership and one state government organization. The types of
disclosure in each of the three sets of financial statements are
discussed, but the financial statements themselves are not provided. One serious limitation of the work is the lack of charitable, educational or health care organization financial statements in the exercise. The chapter concludes [p. 37-38] with the
overall impressions of the team:
— the variety of activities a n d financial r e p o r t i n g
within the nonprofit class.
https://egrove.olemiss.edu/aah_journal/vol22/iss1/10

172

166

et al.: Accounting Historians
Journal, 1995, Vol. 22, no. 1
The Accounting Historians Journal, June 1995
— the extent to which nonprofit entities engage in for
profit activities.
— the complexity of fund a c c o u n t i n g in the state
government's financial statements.
— the freedom available in applying GAAP to nonprofit
entities.
— the absence of a bottom line to indicate success or
failure.
— the absence of any identifiable purpose of the reporting.
— confusion as to the anticipated readership of the reports.
— the apparent lack of interest in the differences between for profit and nonprofit entities.

Some team members appear to be experienced and sophisticated with respect to business accounting, but not with nonprofit accounting. A listing of the participants and their backg r o u n d s w o u l d help the r e a d e r to b e t t e r u n d e r s t a n d the
findings, especially in light of their comments on the difficulty
of u n d e r s t a n d i n g the nonprofit and governmental financial
statements with which they were dealing [e.g., p. 36]. As it is,
one is left guessing who was involved and what their backgrounds are.
Chapter 3 discusses several problems that the team felt
made it inappropriate to apply accounting theory developed for
business organizations to nonprofit entities. The key issues addressed [p. 39-40] are:
— The nature and importance of differences between
business and nonprofit organizations.
— The applicability of conventional financial statement
formats to nonprofit organizations.
— The applicability of conventional accounting concepts to nonprofit organizations.
— The feasibility of the fund emphasis for financial reporting purposes.
— The n a t u r e and importance of difference
nonprofit entities.

among

Chapter 4 presents and discusses alternative financial statements that the team developed for the three nonprofit organizaPublished by eGrove, 1995
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tions introduced in Chapter 2. This part of the exercise was
undertaken to get the team members to think about and apply
the theoretical considerations in a practical way. All three sets of
alternative financial statements include multi-year budgets referred to as "Commitments," and none uses reporting by funds.
Chapter 5 summarizes the conclusions reached by the team
members with respect to nonprofit accounting. They essentially
dismiss at least parts of accrual accounting, although other
parts appear to be retained. They see no need for financial fund
reporting, although they do not propose to restrict its use as
supplementary data to organization-wide general financial statements. They give the following advice [p. 103] with respect to
how and how tightly financial reporting for nonprofits should be
restricted:
No matter how small or uncomplicated a nonprofit may
be, those who contribute to it have a right to know how
their contributions are used. That is really all we are
concerned with, financial reporting that gives those
who contribute to nonprofits a fair reporting of what
happened to their money and what is likely to happen
to any additional contributions or taxes.
As long as that reporting is both complete and understandable, need we ask for anything more?
The book concludes with a set of proposed principles for
financial reporting by nonprofit entities. These principles state
that nonprofit organizations are sufficiently different from business organizations to require their own GAAP. The differences
cited include the nature of equity, purpose, operations, performance measures, and relevant decision makers. It proposes that
nonprofit financial reports useful to contributors or taxpayers
should focus on questions [p. 110] such as:
— How much did the entity receive during the reporting period and from what sources?
— What did the entity do with what it received?
— How much does the entity have left?
— What are the entity's plans and commitments for the
future?
Profit-directed activities are to be clearly separated from
those undertaken for nonprofit purposes. Flexibility in reporting
is also recommended, as long as the resulting reports reflect
these requirements.
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This exercise appears to have been conducted with financial
statements prepared under the pre-FAS No. 116 and 117 nonprofit accounting standards. It would be useful to replicate the
exercise with financial statements prepared under the new standards. It seems likely that some of the concerns raised in this
exercise were addressed in FAS 116 and 117, but that many
others were not.
An important issue not addressed by this book is the growing competition between nonprofit and business entities, especially in the health care and higher education. It also does not
mention the large n u m b e r of nonprofit organizations that derive
a significant: amount of their resources from grants and contracts, an ambiguous type of resource inflow that can be difficult to categorize as nonprofit or profit-directed activity. The
general difficulty of separating nonprofit and for-profit activities, which is of great interest because of the tax implications, is
glossed over. The easy dismissal of accrual accounting is also
problematic.
Perhaps the most important contribution of this book is its
serious attempt to delineate the significant differences between
nonprofit and business organizations, and the ensuing attempt
to develop accounting approaches that reflect these important
differences. Mautz [p. 4-5] questions whether FASB adequately
considered these differences in the deliberations that resulted in
FAS Nos. 116 and 117. The book certainly provides an interesting perspective on the role and makeup of financial statements
for nonprofit organizations and poses an intriguing contrast to
existing standards.

Grant U. Meyers and Erwin S. Koval, Proud of the Past: 75 Years
of Excellence Through Leadership 1919-1994, (Montvale, NJ: Institute of Management Accountants, 1994, 143 pp., $10 paper,
$15 hardcover).
Reviewed by
Richard Vangermeersch
University of Rhode Island
This book is a very good "company history" of the Institute of
Management Accountants, 1919-1994. As a "company history,"
academics should not expect a heavily referenced work, although there are some references, nor a very critical look at the
organization or its leadership, both volunteer and staff. A very
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good "company history" does provide a base for academic researchers to add these historical dimensions.
A very good "company history" is written by authors who
have done their homework. In this instance, the authors brought
m u c h to the plate. Grant U. Meyers was national president of
the IMA in 1969-70 and has remained q[uite active since then as
well. He joined the IMA in 1946 and was a national vice president in 1962-63. He was program chairman for the 1969 annual
meeting. Erwin S. (Speed) Koval was a former editor of Management Accounting and a long-time, 27 years, IMA staff member. A
very good "company history" is well documented and, at the
same time, interesting to read. The documentation that is presented is: (1) original letter of invitation; (2) the attendees of the
organizational meeting; (3) the opening address by J. Lee
Nicholson at that meeting; (4) charter members; (5) advertisement about the formation in Industrial Management; (6) membership numbers by years; (7) former presidents; (8) chapter
growth; (9) competition trophy winners; (10) excerpt from LongRange Objectives Committee Report 1968; (11) CMA activity by
year; (12) front page of first bulletin; and (13) Lybrand Awards
to best authors. The book has a nice mix of photographs. The
text is extremely well written.
Members of The Academy of Accounting Historians will
probably be most interested in the people who founded the IMA
[first, in 1919, the National Association of Cost Accountants
(NACA) and then, in 1957 and until 1991, the National Association of Accountants (NAA) ]. The authors did an excellent job
with the founding father, J. Lee Nicholson, and the first executive secretary, Stuart C. McCleod. In the 75th anniversary issue
of Management Accounting (June 1994), Professor Dale Flesher
added to that coverage of Nicholson and McCleod and also
added two more people, Clinton H. Scovell and I. Wayne Keller.
In that same issue, Professor Richard Vangermeersch provided
an historical sketch of the organizational meeting. Both these
pieces fit well with the book. The book lays a good base for
academics to do more extensive work on such important historical figures as Eric A. Camman, William B. Castenholz, John R.
Wildman, Thomas H. Sanders, Wyman P. Fiske, Charles A.
Reitell, J. Brooks Heckert, R. Lee Brummet, Herbert C. Knortz,
and Raymond P. Marple.
Some coverage is devoted in the book to the research publications of the IMA and also its journal. Much of the coverage
was based on Professor Robert Jordan's doctoral dissertation at
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the University of Mississippi on a citation analysis of IMA publications. In the opinion of the reviewer of this book, the IMA has
an extremely rich heritage of research and of journal publications. This book helps make readers more aware of this heritage.
Patrick L. Romano, past research director of the IMA, is concluding an annotated listing of about 230 IMA research publications which will further show this rich heritage. Academics will
also be interested in the IMA's successful efforts in membership
education and the Certified Management Accountant (CMA) examination.
This book should be "must reading" for those Academy
members who are IMA members and/or who are involved in
teaching courses in cost/management accounting. This book is a
credit to its authors and to the IMA. Good show, Grant and
Speed.

R.H. Parker and B.S. Yamey, Eds., Accounting History: Some
British Contributions (New York: Oxford University Press Inc.,
1994, 661 pp., $72).
Reviewed by
Jeremy Cripps
Heidelberg College
This anthology confirms Cicero's assurance that history provides maturity because history is "the testimony of time, the
lyric of truth, the embodiment of memory, the guide for life, and
our audit of antiquity." Professors Parker and Yamey, in an extensive work, provide us with fascinating contributions to accounting scholarship as they help to celebrate the 500th anniversary of Pacioli's Suma de Arithmetica
(1494). Successfully
demonstrating the great variety of accounting history literature,
the editors have brought together twenty-three stimulating papers by British academics. The material, mostly from the 1980s,
combines chronology and theme, and the authors include "traditional," "new" and "mainstream" accounting historians. The collection, as entertaining as it is relevant to our present time of
rapid accounting change, is highly recommended.
The Testimony of Time
From ancient Egypt to modern Japan, the authors proffer
evidence of simple ideas in accountancy which have had remarkable consequences. In the process they show us accountPublished by eGrove, 1995
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ing's arrow of time (the direction of time in which order increases). Professors Parker and Yamey arrange these changes in
the accounting profession in sequence, before and after Pacioli's
ennobled text. Albeit arbitrary, Accounting History adopts eight
classifications: the ancient world; before double entry; double
entry; corporate accounting; local government accounting; cost
and management accounting; accounting theory; and accounting in context. The book invites the attention of all accounting
historians and wishes we would value each others' contributions. It is a fine invitation; we should not hesitate to accept.
The Lyric of Truth
In the second century A.D., Aurelius Appianus set up many
phrontides (separate entities) in the Fayum area of Egypt [p. 15].
Separate accounts were used "to measure the monetary profitability of each of these units of the estate." In his comprehensive
review of these accounts, the m a n a g e r i a l accounts of the
Appianus estate, Professor Rathbone shows how they "counter
the conventional picture" of rudimentary Graeco-Roman accounting [p. 16]. These monthly accounts may not record in full
detail every operation and transaction which took place, "but
they are a synthesis and distillation" [p. 33] which provided the
Appianus family with "rigorous control of its costs of production" [p. 54]. Thus the adequacy of ancient accounting controls
demonstrate they were appropriate to the available technology.
As Professor Macve shows, managerial accounts provided
ancient businessmen useful subjective intelligence which was
particularly appropriate to ancient patterns of economic activity
[p. 84].
The Embodiment of Memory
In the twelfth and thirteenth centuries, manorial accounts,
from Canterbury, Winchester and Beaulieu [p. 93] are used by
Professor Harvey to demonstrate that a set of written rules were
generally accepted for the oral presentation and audit of periodic accounts. These charge and discharge accounts present
"how mankind once coped with conditions that now seem impossibly adverse . . . when paper was still unknown or costly,
coins were scarce and bad, and most men were illiterate" [p. 97].
Structured phases of these accounts demonstrate "continuing
developments" [page 107] in detail and layout, as our predecessor accountants approached the development of their records
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with open, flexible minds. Professor Postles, for example, documents the "comparing" of accounts from one manor to others
[p. 121] and the employment of "incentives" [p. 148] to assess
and improve the level of profit.
Coping with adverse conditions, managerial accountants
maintained records on tallies and checker boards. The recording
of numbers "by notches carved on suitable objects is of great
antiquity and was virtually a universal practice" [p. 200] and
Professor Baxter's history of the Tally and the Checker-Board
includes, with detail, much high drarna. The events of 1834 are
but one example. On the morning of October 16, the Lords of
the Treasury ordered most of the tallies ("which my Lords understand to be entirely useless") to be destroyed. By afternoon,
according to The Times, "one of the most terrific conflagrations
that has been witnessed for many years" set the Houses of Parliament ablaze. Accounting History, like the tally's end, provides
us with exciting memories.
The Guide for Life
Professor Yamey examines procedures to make closing entries which were made in Italy from 1300-1600. He provides us
with a comprehensive context within which to place the extraordinary genius of Luca Pacioli. I particularly enjoyed this chapter
for the way in which Professor Yamey adds interest and significant questions for our consideration of present day issues. He
wonders "whether and how frequently, say, the Medici or Datini
had analytical summaries or abstracts compiled" [page 259] and
examined them. Our students no doubt wonder about the time
spent by users on financial statements today.
Our Audit of Antiquity
To "the Scottish Enlightenment," [p. 268] where, as in the
Renaissance, we find major developments in accounting with a
roll call of luminaries, Adam Smith, David Hume, Sir Walter
Scott, Robert Burns, and the accountants, Alexander Malcolm,
John Mair, William Gordon and Robert Hamilton. Professor
Mepham shows how they are a "complementary" part of that
"general intellectual ferment" [p. 284] and recognizes these able
accounting academics for the profound influence they exerted
throughout the English speaking world. Professor Forrester,
with equal precision, shows how, when and why for certain
eighteenth and nineteenth century incorporated companies [p.
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297]. Early canal company accounts provide primary evidence
of the keeping of unprecedented details of expenditures to enable supervision to be exercised over expanding operations. Audit is a frequent and continuing responsibility. Professor Glynn
documents the expansion of audit [p.333] as public interest and
private interests inevitably conflict, require regulation, and, with
the expansion of the railways, require the interests of the public
to be taken into account. Professors Edwards and Newell examine "a largely unexplored area of business history" [p. 407], the
application of accounting techniques in business management,
particularly during the most innovative periods of the Industrial
Revolution. Recent evidence in this field demonstrate "that fully
integrated cost and financial accounting systems were in operation at the Charlton Cotton Mills (1810) and Lyman Mill (1854)"
[p. 409]. Management accounting, particularly for the purposes
of strategic planning, is also found several centuries before at
Ashdown Forest (1539) and at the Worshipful Company of Bakers (1620) [p. 415]. New findings of ancient records are coming
to light as forgotten archives are being recorded for library computer projects, providing primary evidence for new research.
Into the nineteenth century, and Professor Marriner recalls
Winston Churchill's description of operations at the Ministry of
Munitions. "An extraordinary improvisation beyond precedent
without parallel in any country in the world took place in our
industrial system" [p.450]. This seems to me an appropriate audit report on Accounting History: Some British
Contributions.
Yet I still want to mention Robert Loder, Jacobean management
accountant, important social challenges to accounting, the evolution of financial reporting in Japan, and more.
Here is a history of many of the frequent small developments of accounting techniques, by authors too often unknown,
which provide our profession benchmarks of progress, feathers
on our arrow of time. The case for historical perspective is never
better made than in this book.
REFERENCE
Cicero, "Pro A. Licinio Archia" 16, 15, in Orationes, Vol. 2, London: A. J. Valpy,
1830.
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Chris Poullaos, Making the Australian Chartered
Accountant
(New York: Garland Publishing, Inc., 1994, 352 pp., $63).
Reviewed by
Moyra J. Kedslie
University of Hull
Between 1885 and 1897, six accounting institutes were
formed in Australasia, in Adelaide, later S o u t h Australia,
Victoria, Queensland, Sydney, T a s m a n i a and New Zealand
[Brown, pp. 259-261]. The British Society of Incorporated Accountants, endeavoring to pursue an "Empire" policy, in 1886,
attempted to become the catalyst for a unified Australian profession but failed in this [Garrett, p. 14]. Several British accountants had emigrated to Australasia and this, combined with the
amount of British capital invested in this part of the world,
meant that the issue of professional amalgamation was of interest to Britain.
The journey from the formation of individual bodies to that
of the Institute of Chartered Accountants of Australia was one
plagued by conflict, politics and self-interest. It is not too difficult to accept the desire of Britain to control Australia when it
was a colony, but the birth of the Commonwealth of Australia in
1901 did little to change this paternalistic view. Conflict was
also quick to emerge between the six accounting institutes although they agreed in principle, in 1901, that the formation of
an Australasian institute was desirable [p. 68]. Entwined with
the Australasian institutional objective were the efforts to obtain
a Royal Charter which were not successful until 1928.
Self-interest was evident in several arenas. First, the Institute of Chartered Accountants in England and Wales (ICAEW)
was anxious to ensure that opportunities for its members overseas would not be eroded by the existence of an Australasian
institute. They commented on the amount of British capital invested in the colonies and on the necessity to export British
accountants to ensure its proper stewardship [History of the
ICAEW, p. 52]. Although the ICAEW was happy to encourage its
members to follow British capital to the colonies, it was not
happy at the prospect of Australasian accountants invading Britain and employed many of the same arguments that they had
employed against the movement of Scottish chartered accountants to London [ibid pp. 124, 125].
Within Australasia, there was dissent between members in
public practice and other accountants. This had been dealt with
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in the UK by excluding from institutional membership all but
those in public practice, but exclusion was not a solution that
endeared itself to the freedom of the colonies. In addition there
was the difficulty of agreeing on a location for the headquarters
of a national institute which was exacerbated by the sheer size
of Australia and by the desire of each of the institutes to be the
focus of activity.
As with other similar moves, the political dimension was
also important as were the individuals who played significant
roles in the various merger and charter attempts. It is difficult,
with hindsight, to understand why some of these individuals
become so involved, for such a long period of time, in issues
which were of little interest to the general population, but without whom the Australian accounting profession might have been
somewhat different. Yarwood appears to have played a significant role over many years. Mclachlan entered the arena at a
later stage but was also important in sensitive merger negotiations. Others such as H. B. Allard and Howden are revealed as
consistently pushing for amalgamation (Appendix 1).
What makes this book different from more traditional historical expositions is the explanation, in Chapter 2, of its theoretical and methodological base which is largely dependent on
D. H. Porters' The Emergence of the Past: A Theory of Historical
Explanation [p. 341]. This is returned to in Chapter 8 which
attempts to form the link that takes the reader back to the beginning. The theoretical chapter is one that is unlikely to appeal to
the nonacademic reader who should be encouraged to begin at
Chapter 3 where "the story" takes off. In the best academic tradition, Poullaos poses more questions than he answers and
leaves himself, or others, plenty of scope for further research
[pp. 302-305].
This is an extremely well researched book and one that will
be of enormous assistance to teachers of accounting history, and
their students, for many years. It is probably best read with a
copy of the abbreviations in hand to ensure that the reader does
not become lost in the multiplicity. Certainly not bed-time reading but well worth persevering with.
REFERENCES
Brown, R., ed., History of Accounting and Accountants, Edinburgh: T. C. & E. C.
Jack (1905),
Garrett, A. A., History of the Society of Incorporated Accountants
1885-1957,
Oxford University Press (1961).
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History of the Institute of Chartered Accountants in England and Wales 1880-1965
and of its Founder Accountancy Bodies 1870-1880, London: Heinemann,
(1966).

Joyce M. Szabo, Howling Wolf and the History of Ledger Art,
(Albuquerque: University of New Mexico Press, 1994, 270 pp.,
$50.00)
Reviewed by
Basil S. Yamey
The London School of Economics and Political Science
At the right, an Indian warrior has arrived. He has dismounted from his horse and has a pistol in his hand. At the left,
he is seen attacking a person lying on a bed.
What has this to do with accounting or accounting history?
The only link, and a tenuous one it is, is that what I have described is the subject matter of a painting made on a page of an
account book, the ruled lines in this example helping to unify
the two successive scenes. The painting was the production of a
Southern Cheyenne artist called Howling Wolf, and was made
around the middle or the nineteenth century. It is shown as one
of 32 color plates in Professor Szabo's delightfully illustrated
book, which also contains 77 black-and-white reproductions.
Professor Szabo explains how it came about that in the
nineteenth century artistically inclined Plains Indians began to
paint or draw on the pages of account books. They also used
other available sheets of paper, such as those of ruled exercise
books. Works of art of this kind have come to be known as
"ledger art." She traces the history of ledger art in detail, and
concentrates in the second half on the work of Howling Wolf,
perhaps the most remarkable of the artists. The author shows
how ledger art, in terms of style and subject-matter, developed
from traditional artistic work executed mainly on hides. She
shows also how themes and treatment came to be modified
partly because of the nature of the material used but mainly
because of changes in the social and economic milieu in which
artists and their fellow tribesmen lived and worked. She also
stresses the artistic personalities of the leading practitioners of
ledger art.
I enjoyed the book and its illustrations, and strongly recommend it.
Howling Wolf and the other ledger artists were not the first
to produce works of art on account book pages. For example,
Published by eGrove, 1995

183

Accounting Historians Journal, Vol. 22 [1995], Iss. 1, Art. 10
Book

Reviews

177

Rembrandt and Guercino, working in the Old World some two
hundred years earlier, also used account book pages for some of
their drawings. It is interesting that their use of such material
should have been followed unwittingly by artists working in a
quite different artistic tradition in the New World.
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